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FOREIGN  AID  REFORM  PROPOSAL 


WEDNESDAY,  FEBRUARY  9,  1994 

U.S.  Senate, 
Subcommittee  on  International  Economic 

Policy,  Trade,  Oceans  and  Environment 
OF  the  Committee  on  Foreign  Relations 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  2:20  p.m.  in  room 
SD-419,  Dirksen  Senate  Office  Building,  Hon.  Paul  S.  Sarbanes 
(chairman  of  the  subcommittee)  presiding. 

Present:  Senators  Sarbanes,  Pell,  Dodd,  Feingold,  Kassebaum, 
Pressler,  and  Jeffords. 

Also  Present:  Robert  Lester,  Assistant  General  Counsel,  AID. 

Senator  Sarbanes.  The  committee  will  come  to  order.  I  yield  to 
the  chairman  of  the  full  committee. 

The  Chairman.  Thank  you,  Mr.  Chairman.  I  would  like  to  com- 
mend you  for  promptly  calling  this  hearing  on  the  administration's 
Peace,  Prosperity  and  Democracy  Act  to  reform  the  American — the 
United  States  Foreign  Assistance  Program. 

Many  of  us  in  Congress  have  called  for  a  long  time  for  a  major 
rewrite  of  the  Foreign  Assistance  Act  of  1961  to  reshape  our  foreign 
aid  program  with  the  needs  of  the  post-cold  war  world. 

Over  the  last  few  years,  Senator  Sarbanes  has  held  numerous 
hearings  and  under  his  leadership  the  Senate  passed  the  foreign 
aid  authorization  bill  that  took  initial  steps  toward  reform.  I  look 
forward  to  working  with  him,  with  the  administration  to  enact  for- 
eign aid  reform  this  year,  and  welcome  Administrator  Atwood  and 
Under  Secretary  Moose  to  this  hearing.  I  look  forward  to  their  com- 
ments. I  may  not  be  able  to  hear  them  all,  but  I  look  forward  to 
reading  them  after  I  have  to  depart.  Thank  you. 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman.  I  will 
make  a  short  opening  statement,  and  then  I  will  yield  to  Senator 
Kassebaum. 

I  am  very  pleased  to  welcome  you  to  the  subcommittee's  first 
hearing  on  the  foreign  aid  reform  bill  that  was  formally  submitted 
by  the  administration  just  last  week,  and  we  have  tried  to  move 
expeditiously  to  have  at  least  this  opening  hearing  before  the  Feb- 
ruary recess. 

Actually,  I  think  it  is  fair  to  say  this  is  the  continuation  of  a 
process  that  has  been  going  on  for  some  time  in  varying  places  and 
at  varying  speeds. 

Senator  Kassebaum  has  been  interested  in  this  issue  for  quite 
some  time  and  has  made  a  number  of  very  positive  and  construc- 
tive suggestions,  some  of  which  actually  have  been  incorporated 
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into  the  existing  law.  We  marked  up  a  bill  last  year  and  got  it  out 
of  the  committee,  but  we  were  not  able  to  proceed  further  with  it. 

In  fact,  last  spring  we  held  hearings  in  the  subcommittee  on  var- 
ious aspects  of  the  foreign  aid  program  and  the  areas  in  need  of 
reform.  We  held  a  hearing  on  changing  priorities  in  the  wake  of  the 
end  of  the  cold  war,  another  hearing  on  the  role  and  the  experi- 
ences of  the  PVO's  and  the  NGO's,  a  third  on  policies  and  programs 
for  economic  development,  a  fourth  on  security  assistance  in  the 
post-cold  war  era,  and  a  final  hearing  dealing  with  the  report  of  the 
Wharton  Task  Force. 

These  are  the  hearings  that  were  held  over  the  course  of  the  past 
year — so  in  a  sense  this  is  a  continuation  of  that  process. 

I  want  to  commend  Administrator  Atwood  and  Under  Secretary 
Moose  for  the  consultation  that  has  taken  place  between  the  ad- 
ministration and  the  Hill.  That  does  not  mean  there  are  not  con- 
cerns about  the  bill  that  has  been  submitted  by  the  administration, 
but  I  do  think  a  genuine  effort  was  made  continuously  to  provide 
an  opportunity  for  input  from  the  Hill  and  to  consult  over  this  leg- 
islation as  it  evolved. 

I  expect  we  will  do  some  additional  hearings,  although  I  am 
frank  to  say  it  is  my  own  view  that  we  do  not  need  another — at 
least,  I  am  not  at  the  moment  persuaded  that  we  need  a  long  set 
of  hearings,  having  been  through  this  thing  many  times  and  many 
aspects  01  it,  and  tnen  I  would  nope  we  coiud  proceed  to  a  markup. 

Now  the  purpose  of  this  hearing  is  to  examine  the  policy  aspects 
of  the  proposed  legislation.  We  will  not  get  into  specific  numbers, 
which  will  be  addressed  by  the  Secretary  when  he  comes  before  the 
full  committee  following  the  recess.  I  think  that  date  has  been  set 
for  the  full  committee  hearing. 

We  do  not  yet  have  the  congressional  presentation  documents 
that  set  out  the  budget  figures  by  program,  and  obviously  we  need 
those  as  we  deal  with  the  Secretary  when  he  makes  his  presen- 
tation, and  I  am  sure  they  will  become  relevant  to  the  task  that 
is  before  us  here. 

So  gentlemen,  we  are  pleased  to  have  you  here,  and  we  will  turn 
to  you  for  your  statements  in  a  moment  after  we  hear  from  other 
colleagues  who  are  present,  and  first  from  Senator  Kassebaum. 

Senator  Kassebaum.  Thank  you,  Mr.  Chairman.  I  very  much  ap- 
preciate your  interest  in  this.  I  do  think  we  took  some  valuable 
steps  forward  last  year.  As  you  say,  it  did  not  necessarily  come  to 
fruition,  but  I  think  that  it  actually  became  a  part  of  sort  of  the 
thinking  process  that  has  been  very  beneficial.  I,  too,  want  to  com- 
mend the  administration  for  a  very  constructive  and  thoughtful 
proposal. 

Both  of  you  represent  two  people  who  understand  well  the  whole 
issue  of  foreign  aid,  the  ramifications  of  that.  Both  of  you  know  Af- 
rica well,  where  I  think  we  have  seen  the  pluses  and  minuses  of 
foreign  aid,  and  that  helps  guide  us  perhaps  elsewhere  as  well. 

I  hope  that  the  administration  fi*om  the  top  on  down  will  give  a 
commitment  to  this,  and  will  help  us  put  together  a  package  that 
has  an  efficiency  and  an  accountability  that  we  have  badly  needed 
to  put  into  our  foreign  aid  programs. 

As  both  of  you  know,  public  skepticism  runs  high,  and  I  think 
that  we,  in  order  to  make  sure  that  we  can  speak  to  the  positive 


aspects  of  foreign  aid,  have  to  make  sure  we  have  a  product  that 
lends  itself  to  that,  so  I  look  forward  to  working  with  you,  to  work- 
ing with  the  chairman  to  see  what  we  can  do. 

I  have  some  concerns,  including  the  coordination  mechanisms  in 
the  bill  and  the  authorities  in  the  democracy  title.  I  have  visited 
with  Administrator  Atwood  about  these.  I  think,  in  particular,  that 
the  whole  democracy  initiative  in  all  of  its  various  ramifications 
can  be  a  bit  amorphous  I  would  say,  too,  the  expansion  of  the  dis- 
aster program  concerns  me.  All  of  these  are  things  we  can  examine 
in  some  hearings  and  explore  right  now. 

I  think,  Mr.  Chairman,  that  we  do  have  a  unique  opportunity  to 
undertake  real  reform  this  year,  and  I  have  greatly  valued  Admin- 
istrator Atwood's  interest  and  dedication  to  this,  and  look  forward 
to  working  with  you.  Thank  you. 

Senator  Sarbanes.  Thank  you  very  much.  Senator  Feingold. 

Senator  Feingold.  Also,  Mr.  Chairman,  thank  you. 

I  want  to  welcome  the  witnesses.  As  I  have  heard  about  the  ef- 
forts that  you  have  made  in  the  past  year,  I  want  to  be  helpful. 

I  had  a  chance  to  mention  to  people  back  home,  for  example,  the 
reduction  of  missions  that  have  been  done  in  AID.  That  is  defi- 
nitely the  kind  of  thing  that  people  want  to  hear,  as  you  and  every- 
one else  want  it  to  be  part  of  a  rational  reformulation  of  foreign 
policy  and  not  a  meat-axe  of  the  program,  so  I  congratulate  you  on 
what  you  have  done  this  far  and  laud  you  in  your  future  tries. 

Senator  Sarbanes.  Gentlemen,  we  are  ready  to  hear  from  you. 

STATEMENT  OF  HON.  RICHARD  M.  MOOSE,  UNDER 
SECRETARY  FOR  MANAGEMENT,  DEPARTMENT  OF  STATE 

Mr.  Moose.  Thank  you  very  much,  Mr.  Chairman  and  members 
of  the  committee.  It  is  a  pleasure  to  be  here  in  this  committee 
again,  as  an  individual  and  with  my  friend  Brian  Atwood. 

I  request,  Mr.  Chairman,  that  my  formal  statement  be  entered 
in  the  record,  and  I  will  just  summarize  it. 

Senator  Sarbanes.  Your  full  statement  will  be  included  in  the 
record. 

Mr.  Moose.  Thank  you,  Mr.  Chairman.  The  legislation  before 
you  today,  the  Peace,  Prosperity,  and  Democracy  Act,  represents 
the  Clinton  administration's  initiative  for  achieving  the  long  over- 
due reform  of  our  international  affairs  programs,  an  objective  long 
sought  by  many  members  of  this  committee  as  the  remarks  today 
attest. 

Our  goal  in  presenting  this  legislation  is  to  make  foreign  assist- 
ance and  other  international  cooperation  programs  function  more 
effectively  as  tools  of  U.S.  foreign  policy.  Thus,  this  is  not  just  an- 
other foreign  aid  bill,  it  is  a  foreign  policy  bill. 

The  authorities  and  the  accounts  in  the  existing  Foreign  Assist- 
ance Act,  based  on  functional  types  of  aid — for  example,  foreign 
military  financing  or  economic  support  funds — in  many  instances 
are  no  longer  appropriate  as  links  between  our  international  pro- 
grams and  our  new  policy  objectives. 

As  I  went  through  the  Foreign  Assistance  Act,  Mr.  Chairman,  in 
preparing  for  this  hearing,  I  came  across  a  lot  of  familiar  language, 
some  of  which  I  may  have  helped  to  fashion  when  I  was  here. 


Those  laws,  of  course,  were  right  then  when  they  were  passed,  yet 
many  of  them  appear  anachronistic  today. 

In  many  instances,  this  committee  led  the  way  in  raising  the  con- 
sciousness of  the  Congress  on  emerging  issues  such  as  peace  and 
democracy  environments,  sustainable  development,  womens  rights, 
human  rights,  just  to  name  a  few.  Legislation  may  have  been  re- 
quired at  that  time  to  raise  the  consciousness  and  get  the  attention 
of  the  executive  branch. 

Today,  so  many  of  those  issues  and  the  values  associated  with 
them  have  been  absorbed  to  the  point  where  a  fairly  broad  biparti- 
san consensus  exists  on  operating  values — ^values  which  are  accept- 
ed by  the  executive  branch. 

The  new  Peace,  Prosperity  and  Democracy  Act,  then,  represents 
an  effort  not  only  to  update  and  to  rationalize  our  foreign  assist- 
ance authorities,  but  also  to  place  those  authorities  in  a  framework 
that  ties  programs  to  the  objectives  of  President  Clinton's  foreign 
policy. 

In  turn,  we  believe  this  will  make  it  easier  for  the  Congress,  easi- 
er for  the  executive  branch  to  administer  the  laws,  makes  it  easier 
for  the  American  people  to  understand  how  their  international  pro- 
grams are  relevant  to  their  concerns,  to  their  aspirations,  and'  to 
their  well-being.  This  act,  this  new  act  is  organized  around  six  mu- 
tually reinforcing  strategic  objectives:  promoting  sustainable  devel- 
opment, building  democracy,  promoting  peace,  providing  humani- 
tarian assistance,  promoting  growth  through  trade  and  investment, 
and  advancing  diplomacy. 

As  the  committee  will  see,  the  administration's  function  150 
international  affairs  budget  is  built  around  the  same  six  objectives. 
Indeed,  they  are  inherent  in  the  overall  title  of  the  bill — Peace, 
Prosperity,  and  Democracy,  and  they  name  the  first  six  of  the  inte- 
rior titles  of  the  bill. 

Secretary  Christopher  led  the  process  which  shaped  the  150 
budget  within  the  executive  branch,  and  the  President  will  look  to 
him  for  its  implementation.  Secretary  Christopher  considers  this 
bill  to  be  a  central  instrument  of  our  policy.  My  presence  here 
today  is  symbolic  of  that  fact. 

The  joint  presence  of  Brian  and  myself  is  symbolic  of  the  team- 
work with  which  this  administration  intends  to  pursue  a  common 
set  of  objectives.  We  believe  that  the  objectives  of  this  bill  are  wide- 
ly shared  by  Americans  of  all  parties.  We  believe  that  they  contrib- 
ute to  the  well-being  of  all  Americans,  and  we  invite  this  committee 
and  the  Congress  through  its  action  to  join  with  us  in  their  pursuit. 

We  want  to  promote  prosperity  at  home  and  abroad.  Strong  and 
growing  economies  that  result  from  sustained  development  mean 
better  standards  of  living  abroad  and,  incidentally,  larger  markets 
for  our  products,  more  jobs  for  our  people.  We  have  put  economic 
competitiveness  at  the  heart  of  our  foreign  policy,  as  we  must  in 
a  global  economy. 

We  must  also  continue  our  efforts  to  advance  the  cause  of  democ- 
racy. We  must  support  political  and  economic  reform  in  the  newly 
independent  States  in  Central  and  Eastern  Europe.  Americans 
have  a  huge  stake  in  the  success  of  those  reforms.  At  the  same 
time,  we  must  not  forget  that  countries  in  other  parts  of  the  world 


are  struggling  to  modernize  their  structures,  political  and  eco- 
nomic. 

Promoting  peace  is  essential  to  our  own  security.  Title  III  of  our 
proposed  bill  will  provide  for  multilateral  peacekeeping  and  our 
support  for  the  Middle  East  peace  process.  Chapter  1  of  title  III  is 
part  of  a  broad  new  policy  to  enable  us  to  better  manage  U.S.  in- 
volvement in  international  peacekeeping  operations. 

Title  IV  covers  humanitarian  assistance,  the  most  tangible  ex- 
pression of  the  values  of  the  American  people.  We  will  be  address- 
ing the  other  titles,  Mr.  Chairman,  in  the  course  of  our  testimony 
this  morning. 

I  have  just  a  few  more  remarks  here.  In  another  minute  I  will 
finish  up.  We  have  included  title  VI  in  this  bill  in  order  to  make 
clear  that  without  skillful  democracy,  and  without  the  involvement 
of  our  overseas  posts,  our  Government,  our  overseas  programs 
would  be  unlikely  to  contribute  as  effectively  to  the  realization  of 
our  national  goals  of  prosperity  and  peace. 

As  you  know,  Mr.  Chairman,  this  bill  is  the  product  of  close  con- 
sultation between  the  executive  branch  and  the  Congress  and  a  lot 
of  consultation  with  members  of  this  committee.  The  administra- 
tion appreciates  the  efforts  that  you  and  your  staff  have  invested 
in  helping  us  craft  this  proposal.  We  take  this  effort  seriously,  and 
we  look  forward  to  working  with  you  to  move  the  legislation. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Moose  follows:] 

Prepared  STATEME>rr  of  Richard  M.  Moose 

Thank  you,  Mr.  Chairman.  I  am  pleased  to  be  here  this  morning  to  testify  before 
this  Committee  on  the  Administration's  proposed  Peace,  Prosperity  and  Democracy 
Act  of  1994.  This  legislation  represents  the  Clinton  Administration's  initiative  to 
achieve  long  overdue  reform  of  our  International  Affairs  programs.  The  Secretary 
of  State  is  committed  to  seeking  these  reforms  as  a  part  of  this  Administration's  ef- 
forts to  open  a  new  era  in  American  Foreign  Policy — it  is  not  just  a  traditional  For- 
eign Aid  Bill,  it  is  a  Foreign  Policy  Bill.  Together,  Brian  Atwood  and  I  will  be  de- 
scribing for  you  the  changes  that  the  Administration  seeks  to  enable  foreign  assist- 
ance to  function  more  eflectively  as  a  tool  of  U.S.  Foreign  Policy,  both  by  making 
it  more  streamlined  and  by  tying  it  more  closely  to  the  President's  goals  for  Amer- 
ica. Brian  will  give  a  history  of  the  legislation  with  special  emphasis  on  those  ele- 
ments of  the  reform  proposal  that  speak  directly  to  the  role  of  USAID — promoting 
sustainable  development  and  humanitarian  assistance.  My  presentation  will  focus 
on  the  ways  in  which  our  reform  proposal  improves  links  between  our  overseas  pro- 
grams and  our  foreign  policy  objectives,  particularly  America's  economic  competi- 
tiveness, will  also  spend  a  few  moments  describing  those  parts  of  our  proposal  wnich 
concern  building  democracy,  promoting  peace  and  advancing  diplomacy. 

FOREIGN  POLICY  OBJECTIVES 

Profound  shifls  have  taken  place  in  America's  foreign  relations  over  the  past  sev- 
eral year.  When  this  Administration  came  into  ofTice,  we  faced  dramatically  changed 
international  conditions  and  problems,  but  we  inherited  foreign  policies  and  institu- 
tions still  geared,  in  many  waysl  to  the  conditions  and  needs  oi  the  Cold  War.  No- 
where is  this  more  true  than  in  the  area  of  our  international  programs  and  specifi- 
cally the  Foreign  Assistance  Act  of  1961.  Over  the  years,  that  law,  first  enacted  dur- 
ing some  of  the  most  tense  years  of  the  Cold  War,  has  become  laden  with  compet- 
ing— and  sometime  conflicting — goals  and  objectives.  Appropriate  to  a  time  when 
these  programs  proceeded  from  the  premise  that  our  overriding  national  security  ob- 
jective was  the  global  containment  of  Soviet  power,  the  FAA  is  now  a  relic,  unsuited 
to  meeting  the  challenges  of  the  post-Cold  War  world. 

Let  me  take  a  moment  to  review  our  foreign  policy  priorities  and  describe  for  you 
the  importance  of  this  reform  bill  to  the  pursuit  of  those  objectives.  The  Clinton  Ad- 
ministration has  clearly  stated  its  foreign  policy  priorities.  They  are: 


•  Ensuring  the  economic  competitiveness  and  security  of  the  United  States; 

•  Support,ing  reform  in  Russia  and  the  New  Independent  States  of  the 
Former  Soviet  Union; 

•  Renewing  and  revitalizing  our  critical  security  relationship  with  NATO  and 
Europe; 

•  Expanding  economic  and  political  cooperation  across  Asia  and  the  Pacific; 

•  Forging  an  enduring  peace  in  the  Middle  East;  and 

•  Meeting  the  challenges  to  American  security  posed  by  global  problems  like 
proliferation,  environmental  degradation,  excessive  population  growth,  narcotics 
trafficking  and  terrorism. 

Not  all  of  these  challenges  represent  issues  that  are  dealt  with  primarily  through 
foreign  assistance.  Some,  like  renewing  our  security  ties  with  Europe  ana  building 
greater  cooperation  with  the  nations  of  Asia  and  the  Pacific  represent  challenges 
first  and  foremost  for  American  diplomacy.  Others,  however,  require  that  we  com- 
bine U.S.  leadership  with  U.S.  resources  in  order  to  safeguard  vital  interests  and 
gain  the  cooperation  of  other  nations  in  dealing  with  shared  problems. 

In  a  time  of  reduced  budgets,  it  is  more  important  than  ever  that  our  programs 
be  reformed  and  our  scarce  resources  be  targeted  accurately  and  used  effectively. 
We  cannot  afford  waste  and  inefliciency.  That  is  why  we  seek  to  replace  the  existing 
Foreign  Assistance  Act  with  a  new  set  of  basic  authorities  to  match  the  new  chal- 
lenges of  our  foreign  policy.  Indeed,  if  we  cannot  reform  and  streamline  our  assist- 
ance tools  to  meet  new  challenges,  we  can  scarcely  hope  for  success  in  meeting  those 
challenges. 

Our  proposed  replacement  for  the  Foreign  Assistance  Act  sets  forth  a  comprehen- 
sive framework  that  refiects  the  major  changes  we  are  carrying  out  in  the  content, 
direction  and  the  institutions  which  ensure  that  our  interests  are  promoted  and  de- 
fended abroad.  The  authorities  and  accounts  in  the  existing  FAA,  based  on  func- 
tional types  of  aid  (for  example  Foreign  Military  Financing,  Economic  Support 
Funds,  and  Development  Assistance),  no  longer  reflect  the  links  between  our  inter- 
national programs  and  our  policy  objectives.  Not  surprisingly,  foreign  aid  has  come 
to  be  seen  as  something  we  do  for  others  rather  than  as  something  we  do  to  advance 
the  security  and  well  being  of  Americans. 

The  new  Peace,  Prosperity  and  Democracy  Act  represents  an  effort  not  only  to  up- 
date and  rationalize  our  foreign  assistance  authorities,  but  also  to  put  those  authori- 
ties in  a  framework  that  ties  our  overseas  programs  to  the  President's  goals  for  our 
nation.  The  new  Act  will  authorize  programs  across  the  full  range  of  international 
activities.  These  include  programs  to  promote  business  opportunities  overseas  for 
Americans  firms;  to  help  countries  make  the  transition  from  communism  and 
authoritarianism  to  free  markets  and  democracy;  and  to  respond  to  new  security 
challenges  such  as  proliferation  6f  weapons  of  mass  destruction,  threats  to  the  glob- 
al environment,  excessive  population  growth,  the  movement  of  refugees,  ana  the 
international  flow  of  narcotics.  These  programs  will  be  organized  in  a  way  that  dem- 
onstrates our  recognition  that  the  American  public  is  demanding  a  foreign  policy 
that  serves  the  U.S.  domestic  agenda. 

Instead  of  functional  authorities,  the  new  Peace,  Prosperity  and  Democracy  Act 
is  organized  around  mutually  reinforcing  strategic  objectives.  Under  each  of  these 
objectives,  the  Act  authorizes  types  of  assistance  appropriate  to  meeting  that  objec- 
tive. We  hope  through  this  new  structure  to  shift  our  focus  away  from  how  we  do 
things  and  toward  what  we  are  trying  to  accomplish — away  from  process  to  results. 
We  will  set  clearly  understood  goals  oy  which  our  programs  can  oe  measured  and 
we  will  demand  measurable  results.  The  new  Act  also  substantially  reduces  the 
number  of  accounts  and  strengthens  authorities  for  our  foreign  aid  programs.  The 
President's  FY  1995  budget,  submitted  to  the  Congress  on  Monday,  reflects  the  new 
account  structure  in  our  proposal. 

The  objectives  which  form  the  building  blocks  of  the  new  Act  are:  promoting 
growth  through  trade  and  investment,  building  democracy,  sustainable  develop- 
ment, promoting  peace,  providing  humanitarian  assistance,  and  advancing  diplo- 
macy. These  objectives  are  interlocking  and  mutually  reinforcing.  For  example,  de- 
mocracy and  free  market  reforms  help  to  promote  sustainable  development  and  eco- 
nomic growth.  Together  they  form  a  comprehensive  framework  which  ensures  that 
our  international  programs  support  our  foreign  policy.  I  would  like  to  spend  a  few 
moments  discussing  a  few  of  these  and  share  with  you  some  of  the  highlights  of  the 
biU. 

PROMOTING  PROSPERITY  AT  HOME  AND  ABROAD 

We  have  put  economic  competitiveness  at  the  heart  of  our  foreign  policy,  as  we 
must  in  a  global  economy.  America's  future  prosperity  is  tied  irreversibly  to  the 
growth  and  integration  of  the  global  economy.  More  and  more  Americans  earn  their 


living  by  producing  goods  and  services  for  overseas  markets.  Exports  are  the  high- 
est-paying and  fastest-growing  sector  of  our  economy.  Our  most  important  task  in 
this  area  Is  to  open  and  to  improve  our  access  to  markets  overseas  for  U.S.  goods 
and  services.  Our  successes  in  achieving  NAPTA,  completing  the  Uruguay  Round 
and  opening  up  new  opportunities  in  Asia  and  the  Pacific  are  evidence  of  our  com- 
mitment to  use  diplomacy  to  advance  American  prosperity. 

In  addition  to  opening  markets  we  also  intend  to  invest  resources  in  helping  U.S. 
business  to  penetrate  these  markets  through  programs  to  promote  exports.  The 
Peace,  Prosperity  and  Democracy  Act  authorizes  the  Overseas  Private  Investment 
Corporation  which  supports,  finances  and  insures  sound  business  projects  that  in- 
crease U.S.  employment,  and  our  global  competitiveness,  at  the  same  time  assisting 
the  host  countries4  economy  and  development.  The  Act  also  authorizes  the  activities 
of  the  Trade  and  Development  Agency  which  enhance  market  opportunities  for  U.S. 
companies  in  the  infrastructure  and  industrial  sectors  of  middle  income  and  devel- 
oping countries.  TDA  works  closely  with  foreign  governments  and  other  entities  to 
involve  U.S.  business  in  the  early  planning  stages  of  projects  in  these  sectors.  The 
resulting  opportunities  provide  U.S.  companies  with  market  entry,  exposure  and  in- 
formation, thus  assisting  them  in  establishing  a  position  in  markets  that  are  other- 
wise difficult  to  penetrate.  This  is  particularly  important  in  the  emerging  market- 
oriented  democracies  of  Central  ana  Eastern  Europe  and  the  Former  &)viet  Union. 

While  Brian  will  cover  them  in  greater  detail  I  think  it  is  important  to  note  that 
programs  to  promote  sustainable  development  under  Title  I  of  the  new  Act  are 
closely  related  to  the  programs  I  have  just  described  under  promoting  prosperity. 
By  helping  to  build  vibrant  growing  economies  in  the  developing  world,  we  support 
a  healthy  global  economy  and  build  markets  for  U.S.  exports. 

BUILDING  DEMOCRACY 

In  the  State  of  the  Union  address,  the  President  noted  that  "*  *  *  the  best  strat- 
egy to  ensure  our  security  and  build  a  durable  peace  is  to  support  the  advancement 
oi  democracy  elsewhere.'  Enlargement  of  the  community  of  market  democracies  is 
a  central  strategic  priority  of  the  Clinton  Administration,  both  as  a  way  of  ensuring 
our  security  and  as  a  means  of  promoting  our  economic  well-being.  Democracies 
make  better  partners  in  trade,  are  more  peaceful,  and  cooperate  in  managing  global 
problems.  The  Peace,  Prosperity-  and  Democracy  Act  of  1994  authorizes  programs 
to  pursue  this  critical  objective  under  Title  II,  building  democracy. 

The  most  important  of  our  programs  to  build  democracy  are  our  continuing  efforts 
to  promote  political  and  economic  reform  in  the  New  Independent  States  and 
Central  and  Eastern  Europe.  Americans  have  a  huge  stake  in  the  success  of  those 
reforms.  If  democracy  fails  in  the  Former  Soviet  Union,  Americans  could  pay  a  se- 
vere price  though  increased  defense  budgets  driven  by  a  revived  military  threat.  The 
success  of  reform,  on  the  other  hand,  offers  the  promise  of  partnership  with  stable, 
prosperous  market  economies  based  on  mutual  interests  and  shared  values. 

The  Peace,  Prosperity  and  Democracy  Act  incorporates,  as  part  of  Title  II,  the  his- 
toric Freedom  Support  Act  which  has  served  as  the  basic  authority  for  many  of  our 
assistance  programs  in  the  Former  Soviet  Union.  Similarly,  Title  11  also  incor- 
porates the  Support  for  Eastern  European  Democracy,  or  SEED  Act  of  1989. 

Also  included  in  Title  II  is  a  general  subchapter  for  building  democracy  in  coun- 
tries in  transition.  This  chapter  authorizes  flexible  assistance  across  the  full  spec- 
trum of  possible  activities  in  order  to  promote  transition  to  democracy,  assist  demo- 
cratic governments  emerging  from  civil  strife,  and  provide  urgent  assistance  where 
democracy  and  democratic  institutions  are  threatened.  Assistance  under  this  chap- 
ter would  enable  us  to  support  emerging  democracies  in  Africa,  Asia  and  Latin 
America. 

As  the  committee  is  aware,  we  engaged  in  an  extensive  consultation  process  pre- 
paratory to  the  submission  of  the  Peace,  Prosperity  and  Democracy  Act.  In  the 
course  of  this  consultation,  the  staff  and  representatives  of  Non-Governmental  Orga- 
nizations (NGOs)  questioned  the  broad  authority  contained  in  the  countries  in  tran- 
sition sections,  so  I  would  like  to  explain  the  rationale  for  our  approach.  There  is, 
of  course,  no  single  path  to  democracy,  and  none  of  them  is  easy.  Countries  attempt- 
ing to  join  the  community  of  democratic  nations  can  benefit  from  many  difierent 
types  of  assistance  as  they  grapple  with  the  challenges  of  reform.  In  some  situa- 
tions, our  assistance  may  be  concentrated  upon  strengthening  democratic  institu- 
tions such  as  programs  to  promote  electoral  reform,  effective  administration  of  jus- 
tice, or  respect  for  the  proper  role  of  the  military  in  a  democratic  society.  In  others, 
the  transition  to  democracy  may  require  assistance  to  support  economic  reform  or 
provide  urgent  economic  support.  Humanitarian  assistance  can  help  deal  with  the 
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hardship  and  dislocation  that  often  accompany  the  transition  to  free  markets  and 
democracy. 

Countnes  emerging  from  civil  strife  may  require  assistance  aimed  at  aiding  in  re- 
construction and  the  demobilization  and  re-employment  of  former  combatants  in  ci- 
vilian pursuits.  In  truly  exceptional  cases,  economic  and  military  aid  may  be  nec- 
essary to  help  democratic  governments  meet  threats  to  democracy  from,  for  exam- 
ple, anti-democratic  insurgencies  or  backlash  states  like  Iraci,  Libya  or  NortJi  Korea. 
Given  this  wide  variation  in  the  types  of  assistance  needea  to  promote  democracy 
around  the  world,  we  have  laid  out  broad  authorities  enabling  the  President  to  seize 
opportunities  to  assist  nations  seeking  to  join  the  community  of  democratic  nations. 

PROMOTING  PEACE 

The  central  purpose  of  our  foreign  policy  is  to  ensure  the  security  of  our  nation, 
thus  promoting  peace  remains  a  critical  element  of  our  national  security.  Title  III 
of  the  Peace,  Prosperity  and  Democracy  Act  will  authorize  programs  designed  to 
promote  peace  through,  for  example,  multilateral  peacekeeping  and  support  for  the 
Middle  East  peace  process.  It  also  authorizes  programs  to  respond  aggressively  to 
new  international  security  challenges  like  proliferation  of  weapons  of  mass  destruc- 
tion, and  narcotics  trafficking,  while  maintaining  existing  authorities  to  assist  coun- 
tries in  meeting  security  threats,  as  well  as  to  share  in  the  burden  of  collective  secu- 
rity. 

Chapter  1  of  Title  III  consolidates  into  one  bill  the  existing  accounts  for  U.S.  as- 
sessed and  voluntary  peacekeeping  contributions  and  would  allow  for  funds  to  be 
transferred  between  the  two  accounts.  The  authority  in  this  chapter  is  part  of  a 
broader  new  policy  to  enable  us  to  better  manage  U.S.  involvement  in  international 
peacekeeping  operations.  A  centerpiece  of  this  new  policy  is  a  sharing  of  responsibil- 
ity between  State  and  Defense  for  managing  and  funding  peacekeeping  operations. 
Basically,  DOD  will  be  responsible  for  peace  enforcement  operations  and  State  for 
more  traditional  peacekeeping  operations. 

Chapter  2  of  Title  HI  would  contain  the  authorization  for  the  non-proliferation 
and  disarmament  fund,  an  initiative  this  Administration  first  proposed  and  estab- 
lished in  fiscal  year  1994.  Designed  to  complement  our  vigorous  diplomatic  efforts 
to  stem  the  spread  of  weapons  of  mass  destruction,  this  account  makes  available 
small  amounts  of  assistance  to  help  countries  improve  their  own  non-proliferation 
efforts  and  to  assist  them  in  meeting  their  international  non-proliferation  commit- 
ments. 

Chapter  3,  Regional  Peace,  Security  and  Defense  Cooperation,  provides  the  bill's 
broadest  new  authority  to  furnish  assistance  for  security  and  economic  purposes. 
Chief  among  these  purposes  will  continue  to  be  support  for  the  Middle  East  peace 
process,  a  constant  and  essential  goal  of  U.S.  foreign  poliey.  Programs  will  include 
economic  assistance  needed  to  bring  growth  to  Gaza  and  the  West  Bank  as  well  as 
continued  economic  and  military  assistance  for  Israel  and  Egypt. 

Despite  the  positive  trends  in  the  post-Cold  War  world^  our  national  security 
strategy  must  recognize  that  threats  do  exist,  allow  for  uncertainty,  and  prepare  for 
the  possibility  for  setbacks.  Through  the  Regional  Peace,  Security  and  Defense  Co- 
operation account,  the  Peace,  Prosperity  ana  Democracy  Act  seeks  to  maintain  pro- 
grams to  assist  friendly  and  alliea  nations  to  deter  and  defend  against  aggression 
and  to  cement  coopierative  defense  relationships  through  peacetime  assistance  pro- 
grams, especially  military  training  programs. 

Chapter  4  of  Title  III  consolidates  and  streamlines  existing  authorities  for  pro- 
grams to  combat  international  terrorism  and  narcotics  trafficking.  The  legislation 
also  adds  new  authority  to  provide  assistance  for  international  crime  prevention. 
These  programs  together  represent  highly  cost  -  effective  investments  in  enhancing 
the  safety  of-the  American  people.  It  is  far  less  expensive  to  help  countries  seize 
drugs  overseas  than  to  do  so  in  the  United  States,  similarly,  the  price  of  our  anti- 
terrorism efforts  pales  in  comparison  to  a  single  terrorist  act  such  as  the  World 
Trade  Center  bomoing  last  year. 

PROVIDING  HUMANITARIAN  ASSISTANCE 

Humanitarian  assistance  is  important  to  U.S.  foreign  policy:  Assistance  to  the  vic- 
tims of  natural  and  manmade  disasters  is  both  a  tangible  expression  of  the  values 
of  the  American  people  and  an  essential  strategy  for  achieving  sustainable  develop- 
ment. In  times  of  crisis,  new  democracies  ana  struggling  economies  are  often  de- 
pendent on  international  assistance  to  avoid  a  breakdown  of  the  fragile  political  and 
social  order. 

Our  concept  in  drafting  Title  IV  is  to  group  in  one  place  the  three  primary  chan- 
nels of  the  U.S.  humanitarian  response — :refugee  assistance,  disaster  assistance,  and 


food  aid  programs.  While  we  hope  that  this  unified  presentation  will  enhance  the 
understanding  of  the  American  people  and  of  other  nations  of  the  scope  of  U.S. 
worldwide  assistance  efTorts,  let  me  assure  the  committee  that  this  grouping  will  not 
lead  to  any  change  in  the  way  these  programs  are  administered.  State  will  continue 
to  manage  U.S.  refugee  and  migration  programs,  including  our  annual  refugee  ad- 
missions program,  which  fall  under  the  oversight  of  the  judiciary  committees.  AID 
will  administer  disaster  and  food  assistance. 

ADVANCING  DIPLOMACY 

The  efTective  practice  of  diplomacy  is  critical  to  our  success  in  achieving  the  goals 
and  priorities  oi  this  re-written  and  strengthened  foreign  assistance  act.  >^^ithout  a 
strong  core  foundation  for  the  conduct  of  U.S.  foreign  policy,  we  would  be  left  with 
a  "hollow"  diplomatic  infrastructure  inadequate  to  respond  to  the  challenges  and  op- 
portunities of  the  post-Cold  War  world.  Through  a  network  of  over  260  overseas 
posts  the  State  Department  exercises  the  leadership  and  provides  the  operational 
support  necessary  to  advance  U.S.  foreign  policy  goals.  Its  people  and  missions  are 
critical  components  of  our  efforts  to  promote  peace,  prosperity,  and  democracy  in  a 
changing  world.  It  is  imperative  that  in  conjunction  with  drafting  a  new  charter  for 
this  nation's  foreign  assistance  programs,  we  also  strengthen  the  people  and  institu- 
tions that  will  carry  out  the  mandates  of  this  new  chapter  in  U.S.  foreign  policy. 

Recognizing  this  critical  link,  we  have  included  Title  VI,  Advancing  Diplomacy,  in 
the  new  Peace,  Prosperity  and  Democracy  Act  which,  though  it  does  not  authorize 
such  programs,  includes  language  that  makes  it  clear  that  without  skillful  diplo- 
macy our  overseas  programs  are  unlikely  to  contribute  to  the  realization  of  our  na- 
tional goals  of  prosperity  and  peace. 

Mr.  Chairman,  as  you  know,  this  bill  is  the  product  of  close  consultation  between 
the  Executive  Branch  and  the  Congress.  The  Administration  appreciates  the  effort 
that  you  and  your  staff  have  invested  in  helping  us  to  craft  this  proposal.  Because 
we  recognize  the  vital  links  between  our  international  programs  and  our  ability  to 
successmlly  pursue  our  foreign  policy  priorities,  we  take  this  effort  seriously  and 
look  forward  to  working  with  you  to  move  this  legislation. 

Senator  Sarbanes.  Thank  you.  Mr.  Atwood. 

STATEMENT  OF  HON.  J.  BRIAN  ATWOOD,  ADMINISTRATOR, 
AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Mr.  Atwood.  Mr.  Chairman,  I  also  have  a  formal  statement  that 
I  would  like  to  have  printed  in  the  record. 

Senator  Sarbanes.  Your  full  statement  will  be  included  in  the 
record. 

Mr.  Atwood.  Thank  you  very  much.  I  want  to  thank  you,  Mr. 
Chairman  and  Senator  Kassebaum,  for  the  leadership  that  you 
have  shown  in  this  whole  reform  area.  Last  year,  you  undertook  to 
put  a  lot  of  reform  in  the  bill  that  was  passed  by  the  subcommittee 
and  through  the  full  Senate  Foreign  Relations  Committee.  We 
thank  Senator  Pell  for  his  leadership  as  well. 

There  are  some  ironies,  it  strikes  me,  to  the  fact  that  Dick  Moose 
and  I  are  here  together  asking  for  reform  of  the  1961  Foreign  As- 
sistance Act.  We  both  served  very  proudly  for  members  of  the  Sen- 
ate Foreign  Relations  Committee  at  a  time  when  it  was  said  about 
Congress  that  there  were  many  interventions  by  the  Congress  in 
our  foreign  policy.  It  was  a  very  difficult  time  in  the  relationship 
between  the  executive  branch  and  the  Congress. 

Indeed,  someone  wrote  a  book  entitled,  "Foreign  Policy  by  Con- 
gress," and  many  of  the  provisions  that  were  adopted  during  that 
era,  when  there  was  an  absence  of  trust  between  the  branches  of 
the  Congress  and  the  Executive,  are  still  in  the  1961  bill  as  amend- 
ed. So  it  does  strike  me  as  somewhat  ironic  that  we  are  here  today 
asking  for  a  new  beginning.  We  do  it  with  the  understanding  that 
trust  is  always  something  that  must  exist  between  the  branches  of 
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our  Government.  It  is  particularly  important  in  the  system  that  we 
operate  under  here. 

It  has  to  be  earned,  however,  on  a  daily  basis.  It  is  not  something 
that  we  have  come  before  you  to  suggest  that  we  wish  to  have 
today,  and  therefore  you  give  us  all  the  flexibility  we  ask  for  and 
we  will  take  it  downtown  and  be  responsible  in  using  it. 

We  recognize  that  we  must  earn  that  trust  through  a  process  of 
consultations.  I  think  that  is  the  essence  of  the  reform  bill  that  we 
have  sent.  It  does  change  the  relationship,  it  seems  to  me.  I  was 
discussing  this  earlier  with  Senator  Pell. 

My  view  of  the  reform  bill  is  that  it  improves  the  role  of  Con- 
gress in  the  oversight  process.  It  has  both  branches  of  Government 
focusing  more  on  strategic  objectives  and  overall  goals  for  our  for- 
eign policy.  It  does  not  excuse  the  administration  from  providing 
information,  exhaustive  information,  if  necessary,  on  country  pro- 
grams. 

It  does,  in  fact,  under  the  congressional  presentation  provisions 
of  this  bill,  ask  us  to  present  to  you  the  strategic  objectives  we  will 
pursue  in  each  country,  which  is  an  important  part  of  our  develop- 
ment relationship  and  our  foreign  policy  relationship,  so  I  really  be- 
lieve that  it  enhances  the  congressional/executive  relationship  and 
the  oversight  role  of  Congress. 

I  testified  before  this  committee  in  July,  and  I  promised  that  we 
would  undertake  changes  at  USAID.  We  have  undertaken  those 
changes.  We  have  reorganized  USAID.  We  have  right-sized  USAID. 
We  have  consolidated  bureaus.  We  have  cut  out  layers  of  bureauc- 
racy. As  Senator  Feingold  has  mentioned,  we  have  decided  to  close 
21  of  our  missions.  Senator  Kassebaum  recommended  that  as  part 
of  the  reform  measure  that  was  adopted  last  year. 

This  is  important  in  bringing  focus  to  our  programs.  We  were 
spread  much  too  thin  around  the  world,  and  we  were  accomplishing 
very  little  because  of  that.  We  have  begun  the  process  of  changing 
systems  inside  USAID  so  that  we  can  produce  and  report  results 
as  opposed  to  simply  reporting  to  you  on  the  amounts  of  money 
that  we  spent  last  year  on  our  programs. 

We  wish  to  diversify  our  contracting  and  procurement  proce- 
dures. We  want  our  personnel  systems  and  our  information  sys- 
tems to  produce  reports  and  to  produce  an  evaluation  of  the  kind 
of  work  that  we  are  doing  with  the  taxpayers'  dollars.  We  have 
begun  to  adopt  this  new  strategic  approach,  and  we  have  issued  to 
you  five  papers  that  talk  about  our  strategies  for  the  major  goals 
that  we  have  as  an  agency  in  the  fields  of  democracy,  population 
and  health,  economic  growth,  and  environment  and  humanitarian 
assistance. 

We  have,  in  the  process  of  drafting  those  papers,  involved  the 
outside  community  of  people  that  care  deeply  about  development — 
the  private  voluntary  organizations  and  the  other  agencies  of  our 
Government,  and  various  contractors  and  others  that  engage  with 
USAID  in  the  development  process. 

We  have  done  all  of  these  things,  Mr.  Chairman,  but  we  cannot 
go  any  further  without  creating  a  new  partnership  with  Congress, 
a  partnership  that  is  embodied  in  this  bill.  This  reform  proposal 
will  create  that  partnership.  It  will  enhance  the  oversight  relation- 
ship, as  I  mentioned,  by  encouraging  both  sides  to  focus  on  results. 
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It  will  allow  us  to  distinguish  between  the  goals  of  our  program 
and  the  means  we  use  to  reach  those  goals. 

The  current  bill,  I  might  say,  mixes  means  and  ends  in  the  sense 
that  it  contains  something  like  33  different  mandates  and  75  dif- 
ferent directives.  We  are  attempting  to  clarify  that,  to  streamline 
that.  This  bill  will  give  us  more  of  a  strategic  focus,  and  it  will  pro- 
vide more  of  a  sense  of  coherence  and  purpose. 

This  is  very  important  not  only  to  the  Congress  but  inside  the 
executive  branch  where  various  agencies  and  even  bureaus  com- 
pete for  money.  It  will  force  us,  under  the  leadership  of  the  Sec- 
retary of  State,  to  look  at  how  we  are  going  to  achieve  these  goals 
and,  as  we  compete  to  see  which  resources  will  be  applied,  I  think 
it  makes  a  lot  more  sense  to  do  this  under  the  titles  that  we  have 
listed  in  this  bill. 

It  will  make  it  easier — this  is  very  important  for  all  of  you  as 
well  as  for  us — to  explain  our  foreign  assistance  programs  to  the 
American  people.  It  will  allow  us  to  coordinate  our  activities  more 
effectively  with  other  donors,  and  this  becomes  increasingly  impor- 
tant in  an  era  when  we  do  not  have  as  many  resources. 

It  will  provide  a  mandate  to  make  participation  a  key  goal  of  our 
development  program.  We  do  not  want  to  work  exclusively  with 
governments  in  a  world  where  nongovernmental  organizations  are 
playing  an  increasingly  important  role  in  the  development  process. 
And  finally,  it  will  enable  us  to  respond  more  rapidlv  to  transition 
situations,  problems  that  we  are  faced  with  every  day  in  our  for- 
eign policy. 

We  look  forward  to  working  with  you  on  this.  We  know  that  we 
will  not  get  all  of  the  flexibility  that  we  ask.  We  have  already  made 
compromises  as  part  of  the  consultation  process  with  you.  We  know 
that  we  will  not  avoid  all  of  the  earmarks,  although  we  would  like 
to  be  able  to  make  a  case  that  this  does  constrain  our  ability  to 
manage  effectively. 

We  are  confident  that  what  will  emerge  from  this  process  will  be 
much  better  than  the  33-year-old  statute  with  which  we  now  work. 

I  would  point  out  to  you,  Mr.  Chairman,  this  (indicating)  is  the 
1961  act.  It  is  very  interesting  in  terms  of  the  number  of  pages.  It 
is  very  thin.  This  was  the  way  it  was  adopted  in  1961.  This  is  one 
of  the  copies  of  the  act,  as  amended,  that  has  been  used  extensively 
by  our  lawyers  downtown.  You  can  see  how  thick  it  is  and  how 
many  provisions  it  contains  [indicating]. 

That  is,  of  course,  an  amalgamation  of  a  lot  of  provisions  of  law 
that  were  adopted  during  the  cold  war,  and  even,  I  might  say, 
when  Dick  and  I  were  here  during  the  Vietnam  War.  Many  of  the 
provisions  are  still  there. 

I  would  make  certain  points  about  this  bill.  It  certainly  no  longer 
serves  our  purpose  as  a  superpower.  As  the  remaining  superpower, 
it  really  renders  us  quite  incapable  of  responding  rapidly  to  the  sit- 
uations we  face  around  the  world.  It  causes  us  to  send  a  flood  of 
paper  to  you  that  is  not  relevant  to  the  oversight  function  that  you 
perform. 

You  may  not  see  it  all,  but  some  of  the  people  sitting  around  the 
outside,  in  positions  where  Dick  and  I  used  to  occupy,  have  to  read 
all  of  those  papers.  I  really  do  not  believe  much  of  it  is  relevant 
to  the  oversight  function.  It  has  made  legal  advisors  and  the  law- 
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yers  a  lot  more  important  than  they  perhaps  ought  to  be.  I  should 
be  careful,  Mr.  Chairman — I  know  you  are  a  lawyer.  It  makes  them 
as  important,  at  least,  as  policymakers  downtown. 

It  forces  us  to  think  very  narrowly  in  development  terms,  in  a 
very  stovepipe  fashion,  rather  than  strategically  about  our  work, 
and  it  confuses  the  American  people,  leading  them  to  believe  that 
our  foreign  assistance  programs  are  just  another  form  of  inter- 
national welfare. 

I  think  we  have  a  unique  opportunity  together  to  fix  this  prob- 
lem, and  to  fix  it  in  time  to  deal  with  new  strategic  threats  that 
our  country  is  faced  with.  I  had  a  discussion  yesterday  with  Sen- 
ator Kassebaum  about  Robert  Kaplan's  latest  article,  "The  Coming 
Anarchy,"  in  Atlantic  Monthly. 

I  personally  think  this  is  a  much  too  dire  prediction  of  what  will 
occur.  It  does  extrapolate  from  some  very  bad  conditions  that  exist, 
particularly  in  West  Aft*ica,  but  I  do  think  that  it  serves  the  pur- 
pose of  putting  in  front  of  us  the  strategic  threats  that  we  face. 

We  are  no  longer  faced  with  the  unilateral  threat,  the  monolithic 
threat  of  communism,  but  we  are  faced  with  such  threats  as  envi- 
ronmental degradation,  population  growth,  and  the  absence  of 
democratic  institutions  around  the  world.  These  are  very  important 
issues  that  we  must  address  in  our  foreign  policy. 

This  bill,  it  seems  to  me,  provides  us  with  the  opportunity  to 
practice  preventive  diplomacy.  That  is  the  foundation  of  our  foreign 
policy  in  a  world  with  the  threats  that  we  face  today. 

So  I  hope  we  will  work  verv  closely  with  you,  as  we  have  in  the 
past,  to  get  this  bill  passed  this  year.  I  know  it  is  a  difficult  year, 
but  we  really  feel  that  it  is  essential  that  we  move  and  take  advan- 
tage of  what  seems  to  be  a  growing  bipartisan  consensus. 

This  is  not  a  partisan  effort.  This  has  evolved  since  about  1989, 
and  both  sides  of  the  aisle,  including  the  last  administration,  at- 
tempted to  get  reform  legislation  done.  This  is  our  opportunity  to 
do  it,  and  do  it  together. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Atwood  follows:] 

Prepared  Statement  of  J.  Brian  Atwood 

I.  INTRODUCTION 

Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  appear  before  the  Committee  to  dis- 
cuss the  subject  of  foreign  aid  reform,  especially  with  my  friend  and  colleague, 
Under  Secretary  Dick  Moose.  Both  of  us  have  worked  as  Senate  staffers,  often  on 
issues  relating  to  foreign  assistance  and  foreign  policy.  I  believe  our  testimony  today 
reflects  our  experience  in  both  branches  of  Government. 

Our  joint  testimony  also  reflects  Secretary  Christopher's  active  leadership  in  co- 
ordinating foreign  assistance  reform  within  the  executive  branch. 

The  comprehensive  reform  bill  the  Secretary  sent  to  the  Congress  last  week  on 
behalf  of  the  President  the  Peace,  Prosperity  and  Democracy  Act  of  1994 — estab- 
lishes a  totally  new  framework  to  advance  U.S.  national  interests  in  the  post-Cold 
War  era.  It  reflects  a  bipartisan  consensus  that  our  international  programs  can  and 
must  serve  both  our  domestic  interests  and  our  commitment  to  a  more  democratic, 
prosperous  and  stable  international  community. 

The  bill  represents  the  results  of  a  year-long  analysis  of  U.S.  international  pro- 
grams to  determine  whether  they  continue  to  meet  our  national  needs.  We  have  en- 
deavored in  this  process  to  consult  openly  and  thoroughly  with  as  many  members 
of  Congress  and  outside  groups  as  possible. 

When  Dr.  Wharton  and  I  testified  before  this  Committee  last  year,  I  committed 
myself  to  reform  our  foreign  assistance  programs  from  within  to  the  fullest  extent 
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Fossible.  I  will  describe  some  of  the  concrete  results  of  those  efforts  today.  While 
believe  we  have  made  a  good  start,  internal  reform  can  only  go  so  far.  More  com- 
prehensive changes  are  difficult  until  the  basic  law  is  amended.  What  is  needed  now 
is  a  joint  Congressional-Executive,  bipartisan  effort  for  foreign  aid  reform.  I  know, 
Mr.  Chairman,  that  this  Committee  nas  advocated  legislative  reform  in  the  past. 
The  bill  and  conference  report  you  managed  on  the  Senate  floor  in  1991  contained 
significant  reforms,  as  did  the  bill  reported  by  the  Committee  last  year.  Although 
those  measures  were  not  enacted  at  the  time,  much  of  that  woric  has  been  incor- 
porated in  the  Administration's  proposed  bill.  We  now  want  to  build  on  your  past 
Dipartisan  reform  efforts  to  help  enact  reform  legislation  this  year. 

I  also  want  to  acknowledge  the  many  efforts  of  the  ranking  member,  Senator 
Kassebaum,  to  simulate  both  management  and  legislative  reform  of  A.I.D.  and  our 
assistance  programs.  I  hope  this  is  the  year  when,  by  working  together,  we  can 
bring  these  efforts  to  fruition. 

The  Foreign  Assistance  Act  has  been  the  charter  legislation  for  America's  Inter- 
national Assistance  Programs  since  1961.  It  was  originally  designed  to  meet  the 
threat  of  communism,  to  address  the  legacy  of  colonialism  and  to  support  develop- 
ment worldwide.  The  1961  Act  served  our  needs  for  over  three  decades,  even  though 
it  was  amended  repeatedly,  with  new  mandates  often  added  without  deleting  old 
priorities.  But  the  foreign  Assistance  Act  now  deserves  its  place  in  history. 

That  conclusion  was  clear  even  before  the  end  of  the  Cold  War.  The  need  for  new 
charter  legislation  is  now  an  imperative. 

Mr.  Chairman,  as  you  know,  this  new  bill  is,  in  large  part,  a  direct  result  of  a 
meeting  last  September  in  which  you  and  other  members  of  the  Congressional  lead- 
ership told  the  Secretary  and  the  National  Security  Advisor,  and  other  members  of 
the  Administration,  that  the  Congress  was  not  prepared  to  accept  business  as  usual 
as  defined  by  the  existing  Foreign  Assistance  Act.  We  heard  you,  and  the  President 
heard  you. 

Since  that  meeting,  we  have  engaged  in  an  unprecedented  series  of  bipartisan 
staff  consultations  based  on  a  discussion  draft  of  tne  bill  that  we  sent  to  tne  Con- 
gress in  November.  We  have  also  held  numerous  sessions  with  interested  outside 
groups.  Many  of  the  suggestions  and  recommendations  that  came  out  of  those  con- 
sultations have  been  incorporated  in  the  final  version  of  the  Administration's  bill. 
It  is  a  better  product  as  a  result. 

Mr.  Chairman,  President  Clinton  is  strongly  committed  to  working  with  you  in 
a  bipartisan  effort,  this  year,  to  finally  achieve  the  elusive  goal  of  foreign  assistance 
reform. 

II.  KEY  FEATURES  OF  THE  NEW  BILL 

Just  as  the  1961  Act  responded  to  the  threats  of  its  era,  the  new  bill  identifies 
the  international  challenges  of  the  post-Cold  War  world,  and  provides  us  the  means 
to  respond. 

Foreign  policy  must  be  founded  on  coherent  organizing  principles.  This  bill  em- 
bodies such  principles  and  provides  the  authority  lor  the  executive  branch  to  imple- 
ment them  forcefully.  It  provides  a  new  and  more  relevant  framework  for  American 
foreign  policy  and  loreign  assistance  programs,  one  based  on  a  policy  of  preventive 
diplomacy. 

Thus,  the  bill  would  give  us  the  means  to  anticipate  threats,  and  deal  with  them 
before  they  become  intractable. 

It  would  enable  us  to  take  action  today  to  increase  the  choices  available  to  Amer- 
ican diplomacy  in  the  future. 

It  addresses  problems  such  as  terrorism,  narcotics  trafficking,  aiding  the  emerging 
democracies  of  the  former  Soviet  bloc,  addressing  ethnic  conflict,  responding  to  ex- 
cessive population  growth,  environmental  degradation,  nuclear  proliferation  and 
other  transnational  problems  whose  scope  is  much  greater  than  could  have  been 
imagined  thirty  years  ago  and  which  demand  the  most  sophisticated  response  we 
can  mount. 

Before  turning  to  the  rest  of  my  testimony,  let  me  briefly  summarize  the  key  fea- 
tures of  the  bill: 

1.  It  authorizes  both  long  and  short-term  economic  and  security  programs; 
trade  and  investment  activities,  and  new  authority  to  respond  to  crisis  situa- 
tions. Programs  not  authorized  in  the  bill  are  referred  to  in  terms  of  how  they 
contribute  to  the  bill's  overarching  goals. 

2.  It  repeals  the  Foreign  Assistance  Act  of  1961,  as  amended,  and  parts  of 
the  Arms  Export  Control  Act,  and  related  legislation.  It  also  repeals  the  legisla- 
tion that  created  the  International  Development  Cooperation  Agency  in  1979. 

3.  The  bill  is  structured  by  major  foreign  policy  objectives.  It  gives  us  clearly 
identifiable  goals  and  requires  us  to  produce  results.  Instead  of  authorizing  nu- 
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merous,  discrete  and  sometimes  unconnected  programs,  the  bill  authorizes  ac- 
tivities to  achieve  interrelated  goals  such  as  sustainable  development,  promot- 
ing peace  or  promoting  prosperity  through  trade  and  investment. 

4.  The  bill  is  a  permanent  charter  ratner  than  an  annual  authorization  of  ap- 
propriations. It  is  intended  to  be  free  standing,  permanent  law  that  authorizes 
programs  for  which  funds  would  be  authorized  in  separate  authorization  bills. 

In  describing  the  new  bill,  I  want  to  focus  on  the  following: 
— How  the  new  bill  addresses  post -Cold  War  needs. 
— The  long-term  challenges  of  sustainable  development. 
— Meeting  immediate  needs:  crises  and  humanitarian  assistance. 
— The  importance  of  coordination  and  leveraging,  and,  finally; 
— How  we  will  manage  USAID  to  achieve  results. 

Under  Secretary  Moose  has  discussed  the  relationship  of  the  new  bill  to  our 
broader  foreign  oolicy  objectives;  the  relationship  between  diplomacy  and  the  pro- 
grams authorizea  by  the  bill;  security  assistance,  and  programs  designed  to  advance 
our  economic  interests  through  trade  and  investment. 

III.  MEETING  POST  COLD-WAR  NEEDS 

President  Clinton  has  defined  three  areas  of  enduring,  vital  U.S.  interests:  na- 
tional security,  economic  revitalization,  and  the  promotion  of  democracy. 

The  collapse  of  communism  has  changed  our  understanding  of  our  national  secu- 
rity. Instead  of  an  overwhelmingly  military  threat,  we  now  face  a  broader  range  of 
international  problems  including  those  arising  from  local  and  regional  conflicts,  po- 
litical chaos,  economic  deterioration  or  collapse,  and  environmental  degradation. 

This  bill  is  a  charter  designed  to  meet  these  challenges  well  into  the  next  century. 
Its  goals  are  the  best  ways  to  project  the  U.S.  national  interest:  promoting  sustain- 
able development;  building  democracy;  promoting  peace;  providing  humanitarian  as- 
sistance and  promoting  prosperity  through  trade  and  investment.  A  sixth  goal,  ad- 
vancing diplomacy,  identifies  how  our  diplomatic  efforts  can  be  used  to  achieve  each 
of  these  objectives. 

A  distinctive  feature  of  the  new  bill  is  that  it  contains  reference  to  the  various 
departments  and  agencies  within  the  executive  branch  that  carry  out  foreign  assist- 
ance programs  under  the  150  account.  These  references  are  intended  to  demonstrate 
that  the  congressionally  mandated  programs  of  these  departments  and  agencies  will 
be  carried  out  in  a  manner  consistent  with  the  new  goals  articulated  in  the  reform 
legislation. 

I  want  to  concentrate  my  remarks  today  on  how  the  bill  allows  us  to  achieve  re- 
sults in  the  following  four  titles:  sustainable  development,  building  democracy,  pro- 
viding humanitarian  assistance  and  promoting  growth  through  trade  and  invest- 
ment. These  areas  are  the  ones  in  which  USAID  will  be  most  actively  involved. 
USAID  will  also  help  to  achieve  the  two  remaining  goals  (promoting  peace  and  ad- 
vancing diplomacy).  My  colleague,  Mr.  Moose,  has  described  how  alfof  the  authori- 
ties in  the  Dill  will  work  towards  achieving  our  fundamental  foreign  policy  interests. 

rV.  THE  LONG  TERM  CHALLENGE  OF  SUSTAINABLE  DEVELOPMENT 

The  Clinton  Administration  has  identified  sustainable  development  as  the  comer- 
stone  of  its  development  assistance  efforts  and  also  as  a  key  element  of  its  foreign 
policy.  It  is  the  first  title  of  the  new  bill,  in  part,  because  it  forms  a  philosophical 
base  for  the  entire  bill. 

Promoting  sustainable  development  is  vital  to  the  United  States.  By  the  year 
2000,  4  out  of  5  people  in  the  world  will  live  in  developing  countries.  Our  interests 
and  our  markets  will  be  shaped  by  events  in  those  countries.  The  quality  of  life  in 
developing  nations  will  increasingly  come  to  define  our  own  quality  of  life — politi- 
cally, economically,  socially.  Without  sustained  development,  national  and  regional 
economic,  political  and  security  problems  proliferate;  and  because  overpopulation 
and  environmental  destruction  threaten  to  undercut  the  best  efforts  of  nations  to 
build  peace  and  prosperity. 

Sustainable  development  signifies  broad-based,  economic  growth  which  protects 
the  environment,  enhances  human  capabilities,  upholds  democratic  values,  and  im- 
proves the  quality  of  life  for  the  current  generation  while  preserving  that  oppor- 
tunity for  future  generations.  The  ultimate  measure  of  success  of  development  co- 
operation programs  is  the  enhanced  ability  of  developing  countries  to  overcome  the 
obstacles  to  self-sustaining  development.  Sustainable  development  programs  pursue 
this  objective  by  supporting  the  self-help  efforts  of  developing  countries  to  imple- 
ment sound  policies,  invest  in  their  people,  and  build  effective  and  accountable  in- 
digenous political,  economic  and  social  institutions. 
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Title  I  of  the  bill  contains  four  inter-dependent  obiectives  on  which  our  bilateral 
assistance  efforts  should  focus  in  pursuit  of  sustainable  development. 

1.  Encouraging  Broad-based  Economic  Growth. — Broad-based  economic  growth 
signifies  equitable  and  inclusive  economic  expansion  in  developing  countries.  Such 
growth  is  in  the  economic,  political,  and  strategic  interests  of  tne  United  States  be- 
cause it  creates  maricets  and  reduces  the  threat  of  global  problems  such  as  popu- 
lation growth  and  environmental  degradation.  Economic  progress  also  improves  the 
prospects  for  the  spread  of  democracy  and  political  values  supportive  of  United 
States  interests.  Economic  stagnation  or  narrowly-based  economic  growth  may  fuel 
political  instability  and  threaten  international  security  and  cooperation. 

Broadly-based,  sustainable,  participatory  growth  requires:  investment  in  people, 
particularly  poor  men  and  women,  in  the  form  of  health,  child  survival,  education, 
and  other  critical  social  services  and  systems  improvements;  an  enhanced  role  for 
markets  through  improved  macroeconomic  policies  and  other  appropriate  policy  re- 
forms, stronger  institutions,  and  sound  public  investments;  enhanced  fooa  security 
and  sustainable  improvement  in  agriculture;  and  measures  to  ensure  that  the  poor 
have  access  to  productive  resources  and  fully  participate  in  the  benefits  of  growth 
in  employment  and  incomes. 

2.  Reducing  Excessive  Population  Growth  Rates. — Excessive  population  growth  ag- 
gravates poor  health  conditions,  perpetuates  poverty,  and  inhibits  saving  and  in- 
vestment, particularly  investments  in  people  m  the  form  of  basic  health  and  edu- 
cation services.  Continued  growth  in  world  population  rates  will  undercut  sustain- 
able development  efibrts.  Unsustainable  population  growth  is  directly  linked  to  deg- 
radation of  the  natural  resources  base  and  the  environment  and  contributes  to  eco- 
nomic stagnation  and  political  instability,  and  retards  progress  on  global  issues  of 
direct  concern  to  the  United  States. 

Our  primary  objective  is  to  help  reduce  excessive  populationgrowth  to  rates  that 
are  consistent  with  sustainable,  oroadly-based  development.  This  calls  for  a  focus 
on  enhanced  access  to  Quality  family  planning  services  and  reproductive  health  care, 
increasing  infant  and  cnild  survival  rates,  improving  female  literacy  and  education, 
and  raising  the  economic  and  social  status  of  women. 

3.  Protecting  the  Global  Environment. — The  economic  and  social  well-being  and 
the  security  of  the  United  States  depend  critically  on  the  global  environment  and 
physical  resource  base.  Patterns  of  consumption,  systems  oi  industrial  and  agricul- 
tural production,  and  use  of  natural  resources  directly  afTect  the  sustainability  of 
long-term  development  and  the  environment.  Development  that  does  not  take  ac- 
count of  its  environmental  consequences  will  not  be  sustainable.  The  poor  not  only 
sufier  disproportionally  from  the  consequences  of  environmental  degradation,  but 
also  contribute  to  that  degradation  as  they  struggle  to  meet  their  own  basic  needs. 

Sustainable  development  programs  authorized  by  this  bill  should  address  the  root 
causes  of  environmental  harm,  promote  environmentally-sound  patterns  of  growth 
and  support  improved  management  of  the  environment  and  natural  resources. 
These  activities  include  efforts  to  address  urgent  global  environmental  challenges, 
including  the  loss  of  biological  diversity  and  global  climate  change,  as  well  as  efforts 
to  address  significant  environmental  problems  within  countries  and  regions.  Such 
efibrts  seek  to  promote  sound  environmental  policies  and  practices  which  simulta- 
neously enhance  long-term  economic  growth. 

4.  Supporting  Democratic  Participation. — It  is  in  the  national  interest  of  the  Unit- 
ed States  and  in  keeping  with  our  democratic  traditions  to  support  democratic  aspi- 
rations and  values,  foster  the  spread  of  enduring  democratic  institutions,  and  en- 
courage universal  respect  for  civil  and  human  rights.  The  establishment  of  local  gov- 
ernance, civil  society,  and  democratic  institutions  is  an  essential  element  of  the  A)il- 
ity  of  nations  to  sustain  development  efforts. 

Sustainable  development  programs  must  help  to  build  and  strengthen  organiza- 
tions and  institutions  that  foster  participation  in  economic  and  political  decision- 
making at  the  local  and  national  levels.  Such  programs  should  help  promote  respect 
for  human  rights  and  the  rule  of  law;  the  ability  of  all  citizens  to  choose  freely  their 
government  and  to  hold  that  government  accountable  for  its  actions;  efforts  which 
advance  legal,  social  and  economic  equality;  respect  for  the  rights  of  women  and  mi- 
norities; and  principles  of  tolerance  among  and  within  religious  and  ethnic  groups. 

In  addition  to  pursuing  these  four  objectives.  Title  I  of  the  bill  recognizes  that  sus- 
tainable development  will  only  be  achieved  if  programs  incorporate  several  cross- 
cutting  principles: 

Popular  Participation:  Sustainable  development  depends  for  its  success  on  the 
empowerment  of  people  to  make  political  and  economic  decisions.  The  more  poten- 
tial beneficiaries  are  actively  involved  in  the  planning  and  implementation  of  devel- 
opment programs,  and  the  greater  their  stake  in  the  outcome  of  those  programs,  the 
more  likely  it  is  that  the  programs  will  succeed. 
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Role  of  Women:  The  expansion  of  women's  opportunities  is  essential  to  reduce  pov- 
erty, lower  population  growth,  and  bring  about  efTective  and  sustainable  develop- 
ment. Women  must  be  involved  as  agents,  as  well  as  beneficiaries,  of  change  in  all 
aspects  of  the  development  process.  Women,  therefore,  should  be  integrally  involved 
in  policies,  programs,  and  projects  undertaken  to  achieve  the  objectives  and  pur- 
poses of  the  proposed  legislation. 

Non-Governmental  Organizations:  For  development  to  be  broad-based  and  sus- 
tainable it  must  engage  non-governmental  organizations,  including  private  vol- 
untary organizations,  universities,  cooperatives  and  credit  unions,  labor  unions, 
women's  groups  and  indigenous  local  organizations  in  the  policy  and  program  proc- 
ess, including  regular  involvement  of  such  groups  in  the  formulation  of  USAID's  de- 
velopment strategies  for  countries  and  sectors. 

Finally,  programs  undertaken  to  achieve  sustainable  development  in  all  sectors 
must  recognize  the  importance  of  education  and  training,  incluoing  the  involvement 
of  institutions  of  higher  education. 

In  addition  to  sustainable  development  programs  focused  on  the  four  objectives  I 
have  just  discussed,  Title  I  of  the  bill  also  contains  a  section  entitled  the  Develop- 
ment Fund  for  Africa",  which  describes  the  unique  development  challenges  facing 
that  continent.  The  bill  does  not  contain  a  separate  authorization  for  Africa,  but  our 
annual  Congressional  presentation  documents  will  show  that  we  continue  to  assign 
high  priority  to  that  area.  Title  I  also  includes  a  separate  authorization  for 
microenterprise  credit  programs  and  other  credit  programs  and  describes  the  impor- 
tant partnership  relationship  USAID  must  have  with  U.S.  colleges  and  universities, 
private  voluntary  organizations,  cooperatives  and  credit  unions,  and  labor  unions  if 
it  is  to  achieve  its  sustainable  development  objectives. 

V.  URGENT  NEEDS:  BUILDING  DEMOCRACY  (TITLE  II)  AND  PROVIDING 
HUMANITARIAN  ASSISTANCE  (TITLE  IV) 

Up  to  now,  I  have  focused  my  remarks  on  the  principles  inherent  to  sustainable 
development  in  Title  I  of  the  bill.  Titles  II  and  IV  contain  authorities  related  to  Title 
I,  but  which  will  generally  be  applied  in  circumstances  where  sustainable  develop- 
ment is  not  the  inunediate  objective  being  sought. 

A.  PROMOTING  DEMOCRACY 

Title  II  (building  democracy)  contains  authority,  among  other  things,  to  strength- 
en civil  society  where  countries  or  areas  are  emerging  from  situations  such  as  anar- 
chy or  civil  strife.  This  new  authority  is  contained  in  Subchapter  A  of  Chapter  1 
of  Title  II,  called  Countries  in  Transition.  It  would  allow  the  President  or  the  Sec- 
retary to  respond  rapidly  to  unstable  situations  where  short-term  assistance  may 
mean  the  difference  octween  a  country  or  region  falling  back  into  chaos  or  moving 
into  a  state  of  sustainable  development.  Subchapter  A  of  Chapter  1  of  Title  II  would 
authorize  assistance  to  (1)  address  political,  economic  and  humanitarian  needs  that 
arise  in  connection  with  transitions,  or  that  if  unmet  undermine  or  threaten  demo- 
cratic institutions,  and  (2)  to  help  meet  security  challenges  on  a  transitional  basis 
that  threaten  to  impede  or  reverse  democratic  reforms  or  institutions. 

Our  ability  to  respond  rapidly  in  time  of  crisis  is  more  crucial  than  ever.  In  places 
like  Somalia,  Liberia,  and  Angola,  "development"  no  longer  has  meaning.  The  term 
denotes  progress  and  modernization,  but  by  any  meaningful  standard,  these  nations 
are  no  longer  "developing".  In  these  countries,  by  stages,  conflicts  have  become  in- 
tractable, irreconcilable.  They  feed  on  themselves,  consuming  the  sense  of  nation- 
hood and  the  institutions  of  national  unity  and  conflict  resolution.  At  each  stage, 
as  chaos  grows  greater,  the  cost  of  reconstruction  becomes  geometrically  larger. 

We  need  to  be  able  to  answer  urgent  requirements  in  these  societies  that  are  not 
addressed  by  traditional  disaster  relief,  conventionally  managed  development  pro- 
grams, or  international  peacekeeping  operations.  USAID  must  become  more  rel- 
evant to  the  U.S.  policy  agenda  in  urgent,  transitional  situations  by  having  the  abil- 
ity to  provide  assistance  to  address  political,  economic  and  humanitarian  needs. 

In  addition  to  authority  for  these  new  crises  situations.  Subchapters  B  and  C  of 
Chapter  1  of  Title  II  will  continue  to  authorize  assistance  for  the  Independent 
States  of  the  Former  Soviet  Union  and  for  Central  and  Eastern  Europe,  respec- 
tively. These  authorities  are  basically  continuations  of  existing  law  (the  Freedom 
Support  Act  and  the  Support  for  Eastern  European  Democracy  Act  (SEED)). 

B.  irUMANITARIAN  ASSISTTANCE 

Title  IV  (providing  humanitarian  assistance)  authorizes  programs  to  respond  to 
the  victims  of  manmade  and  natural  disasters.  The  bill  reflects  the  humanitarian 
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impulses  of  the  American  people  to  relieve  human  sufTering  through  direct  disaster 
rehef  or  by  providing  assistance  on  behalf  of  refugees  and  other  victims  of  forced 
migrations. 

VI.  PROMOTING  GROWTH  THROUGH  TRADE  AND  INVESTMENT 

The  Administration  is  committed  to  an  agenda  of  economic  renewal. 

Title  V  of  the  bill  authorizes  programs  to  establish  or  maintain  markets  for  Amer- 
ican goods  and  services,  creating  new  jobs  and  enhancing  prosperity  at  home.  These 
programs  are  designed  to  complement  sustainable  development  efforts  to  create  via- 
ble markets  for  U.S.  Exports. 

VII.  COORDINATION  AND  LEVERAGING 

The  bill  recognizes  the  Secretaiy  of  State's  paramount  role  in  coordinating  all 
overseas  programs,  including  coordination  within  the  executive  branch  of  budget 
and  foreign  policy  issues.  The  new  bill  does  not  alter  this  traditional  role. 

The  bill  also  recognizes  that  we  need  to  leverage  our  scarce  resources  by  convinc- 
ing others  to  work  with  us.  We  must  seek  and  secure  international  cooperation  in 
our  efforts.  The  bill  therefore  notes  the  importance  of  working  in  concert  with  other 
bilateral  donors  and  multilateral  organizations. 

Similarly,  while  the  bill  does  not  establish  a  statutory  executive  branch  coordina- 
tion mechanism  to  replace  the  Development  Coordination  Committee,  the  thrust  of 
the  new  bill  is  to  achieve  a  new  philosophy  whereby  all  the  programs  authorized 
by  Congress  focus  on  common  national  goals.  This  will  reinforce  this  Administra- 
tion's already  strong  commitment  to  the  internal  coordination  of  programs  and  re- 
sources. 

VIII.  SETTING  PRIORITIES  AND  MANAGING  AID  FOR  RESULTS 

Finally,  Mr.  Chairman,  I  want  to  talk  about  results:  how  will  we  measure  results 
of  programs  authorized  by  the  new  bill,  and  what  are  the  results  of  our  efforts  to 
revitalize  USAID. 

The  proposed  bill  recognizes  that  outside  assistance  cannot  substitute  for  a  devel- 
oping country's  own  efforts  to  improve  the  lives  of  its  people.  The  United  States 
should  only  provide  assistance  which  yields  enduring  results  in  terms  of  improving 
the  lives  of  its  intended  beneficiaries  and  contributing  to  the  interests  of  the  Amer- 
ican people. 

Sustainable  development  programs  under  the  proposed  new  bill  will  be  con- 
centrated in  countries  that  have  the  greatest  need  for  such  programs,  that  make  the 
most  effective  use  of  such  programs,  and  that  have  a  commitment  to  achieving  clear 
development  objectives.  Our  assessment  of  need  will  be  based  on  criteria  drawn 
from  the  four  components  of  sustainable  development — such  as  fertility  rates,  child 
survival,  depletion  of  natural  resources,  environmental  threats  to  human  health, 

Eoverty  levels  and  other  socio-economic  indicators — and  will  be  assessed  in  light  of 
fSAID's  comparative  ability  to  address  those  needs.  Our  criteria  include  an  ena- 
bling environment  in  which  truly  free  maricet  economies  emerge;  in  which  govern- 
ment decision-making  is  transparent;  government  institutions  are  accountable  to 
the  public;  an  independent  and  honest  judiciary  is  maintained;  authority  is  decen- 
tralized; local  government  bodies  are  democratically  elected;  and  political  parties, 
non-governmental  organizations,  and  the  media  operate  without  undue  constraints. 

Under  the  terms  of  the  bill,  USAID  will  assess  the  commitment  and  progress  of 
countries  in  moving  toward  commonly  agreed  development  objectives.  We  will  estab- 
lish open  and  transparent  systems  to  monitor  the  results  of  assistance  by  sharpen- 
ing our  own  capacity  to  measure  results  as  defined  by  the  agency's  new  strategy 
and  implementation  guidelines,  and  by  sharing  fully  our  objectives,  criteria  and 
data  with  host  country  governments,  as  well  as  local  and  U.S.  NGOs  and  PVOs  with 
whom  we  work.  We  will  be  prepared  to  make  the  tough  choices  necessary  to  shift 
scarce  resources  from  unproductive  programs,  sectors  or  countries  to  those  which 
have  demonstrated  the  commitment  and  ability  to  use  them  effectively. 

In  terms  of  management  and  organization,  I  realize  that  unless  USAID  is  effec- 
tively managed,  no  amount  of  resources  or  reform  legislation  will  lead  to  the  kind 
of  measurable,  concrete  results  we  all  want. 

I  know  we  are  asking  for  increased  flexibility  by  requesting  authorizations  for 
broad  national  objectives  instead  of  specific  programs;  and  that  this  is  of  concern 
to  many  in  Congress  who  believe  that  in  return  for  this  flexibility,  Congress  must 
be  able  to  hold  us  accountable  for  results. 

This  is  what  I  mean  by  results: 
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— In  my  first  nine  months  as  Administrator,  we  have  announced  terminations 
of  21  overseas  missions.  In  some  cases  we  have  done  this  because  countries  no 
longer  require  concessional  assistance;  in  others  because  the  recipients  have 
proven  to  be  poor  development  partners. 

We  have  also: 

— Embarked  on  an  agency-wide  "rightsizing"  efTort  that  will  simplify  and 
streamline  the  agency.  I  have  made  painful  personnel  decisions  that  affect  par- 
ticularly aid's  senior  ranks.  While  not  aimed  at  reducing  personnel,  per  se,  we 
expect  to  reduce  overall  AID  staff  levels  by  5.5  percent  in  the  first  two  years 
of  the  Clinton  Administration.  We  have  reorganized  USAID  Headquarters  by 
eliminating  redundant  layers  of  bureaucracy  and  by  combining  organizational 
units  to  make  the  organization  more  responsive  to  direction. 

— Introduced  a  systemic  reform  of  USAID's  grant  and  contract  mechanisms 
to  make  them  more  transparent,  efficient  and  responsive. 

— Established  AID  as  a  reinvention  lab  in  Vice  President  Gore's  Reinvention 
of  Government  Program,  including  creation  of  an  Agency-wide  Quality  Council 
to  involve  all  employees  in  the  process  of  revitalizing  USAID. 

— Strengthened  interaction  at  the  most  senior  levels  of  USAID  and  the  State 
Department  to  improve  and  speed  decision-making  and  encourage  cooperation 
at  all  levels. 

— Established  a  systematic  program  of  consultations  with  outside  groups  rep- 
resenting all  segments  of  American  society  to  help  us  reinvent  USAID  and  to 
carry  out  our  mission.  These  outside  groups  represent  business,  labor  and  pri- 
vate voluntary  organizations,  among  others. 

— Issued  detailed  strategy  papers  for  our  program  managers  on  how  to 
achieve  sustainable  development. 

What  I  am  suggesting,  by  dwelling  on  these  administrative  reforms,  is  that  I  will 
need  your  help  to  manage  USAID  for  results.  We  need  a  new  partnership  with  the 
Congress  to  reach  our  goals:  if  you  give  us  the  legislative  tools,  we  will  deliver  meas- 
urable results  towards  our  overall  objectives. 

I  know  that  means  more  work  for  both  of  us — more  and  better  advance  consulta- 
tions. But  only  if  we  enter  into  this  partnership  will  we  be  able  to  reach  the  objec- 
tives all  of  us  share. 

IX.  CONCLUSION 

In  conclusion,  Mr.  Chairman,  there  is  wide  agreement  that  the  organic  legislation 
under  which  our  assistance  programs  operate  is  long  overdue  for  a  major  overhaul. 
The  end  of  the  Cold  War  enables  us  to  focus,  in  a  way  not  heretofore  possible,  on 
results — results  achieved  in  partnerships  with  nations  that  truly  care  about  the  de- 
velopment of  their  societies  and  the  participation  of  their  people.  It  is  long  past  time 
to  rewrite  the  charter  that  authorizes  our  foreign  assistance  programs.  It  is  time 
not  only  for  a  new  legislative  beginning,  it  is  time  now  for  the  executive  and  legisla- 
tive branches  to  agree  on  a  new  set  of  organizing  principles  for  our  foreign  policy. 
We  look  forward  to  working  with  you  in  the  weeks  and  months  ahead  to  help  fash- 
ion a  new  charter  for  overseas  cooperation  programs  that  truly  refiect  the  interests 
of  the  American  people. 

I  look  forward  to  your  questions. 

Senator  Sarbanes.  Thank  you  very  much.  If  it  is  ageeable  to  the 
members  we  will  have  10-minute  rounds. 

We  need  to  explore  this  fairly  carefully  here.  First  of  all,  Brian, 
I  am  reminded  of  President  Reagan's  State  of  the  Union  address 
as  you  held  up  that  pamphlet  there. 

Mr.  Atwood.  Did  I  remind  you  of  that,  Mr.  Chairman?  [Laugh- 
ter.] 

Senator  Sarbanes.  You  did,  yes.  That  is  this  document  here,  is 
it? 

Mr.  Atwood.  That  is  the  clean  version.  Yes,  that  is  right,  the 
same  one. 

Senator  Sarbanes.  Now  I  really  want  to  compare  apples  with  ap- 
ples. This  booklet  contains  a  lot  in  it  that  is  not  the  1961  act  or 
amendments  thereto.  Would  that  be  a  fair  statement? 

Mr.  Atwood.  That  is  right. 
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Senator  Sarbanes.  In  fact,  this  booklet  is  about  1,800  pages,  and 
how  much  of  it  is  the  1961  act  and  amendments  thereto,  about 
300? 

Mr.  Atwood.  Mr.  Chairman,  the  1961  act  are  the  pages  that 
have  been  used  the  most.  You  are  right,  it  is  about  half  the  book. 

Senator  Sarbanes.  Well,  it  is  not  even  half,  as  I  read  it. 

Mr.  Atwood.  Right. 

Senator  Sarbanes.  I  mean,  I  do  not  think  in  the  course  of  trying 
to  get  reform  we  ought  to  overstate  this  case.  That  is  my  first 
point. 

Mr.  Atwood.  Right. 

Senator  Sarbanes.  Second,  when  we  worked  on  it  last  year,  we 
tried  to  amend  the  act,  and  you  were  going  to  repeal  it,  as  I  under- 
stand it,  which  of  course  requires  us  to  look  at  what  is  being  left 
out  as  well  as  what  is  being  put  in.  Would  it  be  fair  in  saying  that? 

Mr.  Atwood.  That  is  right,  Mr.  Chairman. 

Senator  Sarbanes.  It  makes  the  "notwithstanding"  provisions 
that  are  in  your  legislation  particularly  significant. 

Mr.  Atwood.  That  is  right. 

Senator  Sarbanes.  And  there  are  a  number  of  those  scattered 
through  your  bill.  In  fact,  quite  a  number  in  which  you  are  given 
authority  and  saying  "notwithstanding  any  other  provision  of  law," 
is  that  correct? 

Mr.  Atwood.  There  are,  as  I  understand  them 

Senator  Sarbanes.  Why  do  you  do  that?  Why  do  you  not  just 
give  the  authority,  spell  out  what  the  authority  is?  I  me£m,  when 
we  get  a  "notwithstanding,"  then  we  have  got  to  kind  of  research 
everything  else,  have  we  not? 

Mr.  Atwood.  Mr.  Chairman,  as  I  understand  it,  what  we  have 
done  is  incorporated  current  provisions  of  law,  with  the  exception 
of  two  cases  where  we  have  added  notwithstanding  language  are 
in  the  case  of  peacekeeping,  and  I  believe  in  the  case  of  countries 
in  transition,  which  of  course  is  something  we  are  faced  with  more 
frequently  today. 

A  lot  of  this  notwithstanding  language  represented  reforms  that 
Congress  had  put  in  place  in  the  past,  such  as  the  Development 
Fund  for  Africa,  which  we  think  is  a  model  for  reform.  It  has  forced 
us  to  report  results  to  you.  It  has  focused  our  attention  on  strategic 
objectives  in  Africa,  and  it  does  contain  some  notwithstanding 
clauses  so  that  we  are  able  to  move  more  flexibly  in  Afi^ica.  The 
same  is  true  with  the  Freedom  Support  Act. 

Senator  Sarbanes.  Well,  now,  I  thought  you  were  dropping  out 
of  the  Development  Fund. 

Mr.  Atwood.  What  I  was  suggesting  to  you  was  that  we  have  in- 
corporated the  notwithstanding  provisions  that  have  existed  in  pre- 
vious law.  There  is  a  reference  under  the  sustainable  development 
title  to  the  Development  Fund  for  Africa,  but  we  have  not  asked 
for  any  authorization  for  appropriations  in  that  provision. 

Senator  Sarbanes.  So  there  will  not  be  a  Development  Fund. 
You  may  do  the  things  that  the  Development  Fund  has  been  doing, 
but  you  will  not  have  an  authorized  Development  Fund  for  Afi'ica 
program,  is  that  correct? 

Mr.  Atwood.  We  will  not  designate  any  region  under  the  sus- 
tainable development  title,  that  is  right. 
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Senator  Sarbanes.  Now,  I  am  interested  in  this  flexibility  ques- 
tion, and  this  leads  into  my  next  subject.  I  support  giving  you  flexi- 
bility in  terms  of  running  your  Departments,  but  I  want  to  try  to 
ascertain  what  you  mean  by  flexibility  in  terms  of  using  the  re- 
sources that  are  going  to  be  provided  by  the  Congress  to  you. 

Now,  I  know  we  are  not  going  to  do  numbers  here  today  in  terms 
of  specific  programs,  but  I  nave  to  get  some  feel  for  how  this  proc- 
ess is  going  to  work  as  it  relates  to  numbers.  Suppose  we  authorize 
$20  billion  for  the  foreign  assistance  category.  Now,  is  it  the  execu- 
tive's intent  that  they  would  have  the  flexibility,  then,  to  deal  with 
that  money  and  to  move  it  around  as  they  judge  the  priorities? 

Mr.  Atwood.  No,  it  is  not. 

Senator  Sarbanes.  Now,  would  that  money  then  be  broken  down 
into  these  six  objectives  which  you  have  indicated  to  us? 

Mr.  Moose.  When  you  see,  Mr.  Chairman,  the  presentation  of 
the  international  affairs  function,  you  will  see  major  headings 
which  correspond  to  the  six  major  headings  that  are  the  framework 
of  this  bill. 

You  will  see  grouped  under  each  heading  the  various  programs 
and  activities  which  we  expect  to  carry  out  under  those  priority 
headings.  This  bill,  just  as  some  aspects  of  current  legislation,  pro- 
vides for  certain  flexibility  in  the  use  of  the  programs  which  may 
be  authorized  and  appropriated  in  various  places. 

Senator  Sarbanes.  Well,  I  am  trying  to  search  for  what  the  ra- 
tionale is  for  that  flexibility.  I  am  honoring  your  request  that  we 
will  not  deal  with  specific  numbers,  but  I  just  want  to  understand 
how  this  is  going  to  work.  How  much  flexibility  is  there  to  be? 

Mr.  Moose.  Well,  as  regards,  for  example,  the  authorities  for  dis- 
aster and  for  refugees,  we  have  maintained  in  this  draft  legislation 
the  same  notwithstanding  clauses  that  really  affect  that  body  of 
legislation  currently. 

We  simply  hope  to  carry  over  that  flexibility  in  order  that  when 
some  unexpected  humanitarian  assistance  situation  arises,  that  the 
executive  branch  will  be  able  to  marshall  money  from  various  ac- 
counts and  use  it  and  apply  it  in  that  situation,  notwithstanding 
some  restrictions  or  prohibitions  which  would  otherwise  have  oper- 
ated on  those  particular  accounts  were  they  not  being  employed  for 
this  particular  humanitarian  purpose. 

Senator  Sarbanes.  All  right.  Now,  what  you  are  doing,  though, 
is  bringing  me  down  to  more  detail  than  I  want  to  get  to  at  this 
moment. 

Mr.  Moose.  I  am  sorry,  I  thought  that  is  where  you  were  going. 

Senator  Sarbanes.  I  want  to  take  the  large  amount. 

Then  you  were  going  to  have  it  apportioned  out  among  these  six 
objectives.  Is  there  to  be  flexibility  that  the  executive  branch  can 
move  resources  from  one  area  into  another? 

What  I  am  trying  to  get  at  is,  obviously  the  amount  of  money  you 
get  from  the  Congress  is  related  to  what  you  are  going  to  do  with 
the  money,  and  what  you  are  going  to  do  with  the  money  in  the 
end  is  related  to  very  specific  purposes,  although  we  understand 
that  there  needs  to  be  some  flexibility  in  the  system. 

Now,  as  you  envisioned  the  approach,  is  there  to  be  flexibility 
that  enables  you  to  move  money  from  one  major  area  into  another? 

Mr.  Atwood.  Mr.  Chairman,  I  might  try  that  one. 
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The  draft  bill  that  we  sent  up  to  you,  which  was  the  subject  of 
our  consultations,  had,  I  would  say,  the  maximum  amount  of  flexi- 
bility that  we  could  ever  expect.  It  allowed  us  to  transfer  money 
among  the  six  titles,  after  consultations,  and  in  accordance  with  a 
procedure  that  was  established.  We  have  now  modified  that  draft 
bill  considerably  in  this  sense. 

The  sustainable  development  title,  for  example,  is  now  fenced  off. 
Because  of  the  concerns  that  were  expressed,  we  are  not  now  able 
to  move  money  from  sustainable  development  into  any  other  title. 

We  have  agreed  to  a  cap  on  military  assistance.  Whatever  is  au- 
thorized and  whatever  is  appropriated  will  be  the  maxinium  that 
can  be  spent  on  military  assistance.  Money  cannot  be  moved  from 
another  title  into  that  beyond  the  cap.  But,  the  other  titles  still 
have  some  flexibility  for  moving  moneys  in  accordance  with  a  pro- 
cedure that  we  would  agree  to,  and  which  would  include,  of  course, 
consultation. 

Senator  Sarbanes.  When  you  say  some  flexibility,  is  it  limited  in 
any  way,  other  than  by  the  consultation  in  terms  of  the  amount? 

Mr.  Moose.  If  I  could  give  a  short  answer,  Mr.  Chairman,  I 
think  in  a  sense  I  understand  what  you  are  asking  us  now.  I  think 
the  short  answer  to  your  question  is  no.  There  will  still  be  separate 
accounts,  and  if  the  executive  branch  wishes  to  use  moneys  in  one 
account  that  were  not  originally  intended  to  be  used  for  some  other 
purpose,  there  is  in  this  bill  as  there  is  in  existing  law  transfer  au- 
thority, and  that  is  subject  for  the  most  part  to  the  same  sorts  of 
consultations  and  letters  and  so  forth  that  we  find  in  present  law. 

Senator  Sarbanes.  Well,  I  wonder  if  my  colleagues  will  indulge 
me  just  for  one  moment.  My  red  light  is  on,  but  I  want  to  address 
the  phrase,  "for  the  most  part,"  that  you  just  used. 

Mr.  Moose.  I  only  threw  in,  for  the  most  part,  because  my 
knowledge  of  the  draft  legislation  is  not  encyclopedic,  and  I  did  not 
want  to  run  the  risk  that  I  had  made  too  sweeping  a  statement. 
I  believe  the  procedures  for  transfer  are  almost  entirely  the  same 
ones  that  you  would  find  today. 

Mr.  Atwood.  And  there  is  a  limit,  Mr.  Chairman.  Only  10  per- 
cent may  be  transferred  out  of  any  one  account,  and  no  more  than 
20  percent  can  be  added  to  an  account.  It  is  not  as  if  it  were  a  total 
blank  check. 

Senator  Sarbanes.  Well,  that  is  important.  So  you  could  not  di- 
minish any  account  by  more  than  10  percent,  and  you  could  not 
raise  any  account  by  transfers  into  it  by  more  than  20  percent,  is 
that  correct? 

Mr.  Atwood.  That  is  correct. 

Mr.  Moose.  And  there  may  not  be  transfers  out  of,  for  example, 
sustainable  development  into  militaiy.  There  are  a  number  of  com- 
partments in  there  that  are  meant  to  act  as  restraints  that  cor- 
respond to  what  we  know  to  be  the  concerns  of  this  committee. 

Senator  Dodd.  Paul,  may  I  just  have  a  question  on  the  one  point, 
sir? 

Senator  Sarbanes.  Certainly. 

Senator  Dodd.  How  about  waiver  authority  regarding  what  the 
Senator  asked  about? 
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Mr.  Atwood.  The  614  waiver  authority  is  in  the  current  law. 
That  presidential  waiver  continues  to  exist  although  as  you  know, 
it  is  very  rarely  used.  But  that  does  exist  in  the  new  bill. 

Senator  Dodd.  So  with  limitations  you  just  mentioned,  with  that 
waiver  authority  to  be  exercised,  the  amounts  to  be  transferred 
have  no  limit? 

Yes,  that  is  correct. 

Senator  Sarbanes.  Senator  Kassebaum. 

Senator  Kassebaum.  Well,  Mr.  Chairman,  you  talked  about  flexi- 
bility. I  would  like  to  talk  about  coordination  for  just  a  moment. 

I  have  always  wondered  how  to  get  a  handle  on  some  of  this  be- 
cause of  the  interagency  aspect.  There  is  AID,  there  is  State  De- 
partment, USIA,  Agriculture,  OPIC,  USTR,  Treasury,  Peace  Corps. 
Under  current  law  there  was  the  Coordination  Development  Com- 
mittee, I  think  it  was  called. 

While  it  was  not  particularly  active,  at  least  it  was  designed  to 
be  interagency  coordination.  Now  that  has  been  eliminated,  I  un- 
derstand, under  the  new  proposal.  Do  you  have  any  substitute  for 
trying  to  get  better  coordination  interagencywise? 

Mr.  Atwood.  The  coordination  matter  is  discussed  in  the  bill 
only  to  the  extent  that  it  gives  the  Secretary  of  State  the  authority 
that  he  has  under  current  law  to  coordinate  among  the  various 
agencies.  Mechanisms  such  as  the  one  you  referred  to  have  largely 
been  inactive.  Coordination  mechanisms  for  a  variety  of  programs 
that  are  covered  under  these  titles  are  being  created  by  the  admin- 
istration. 

Presumably  each  administration  would  wish  to  create  mecha- 
nisms that  would  work  for  them.  We  have,  in  the  Clinton  adminis- 
tration, used  a  number  of  the  mechanisms  that  existed  in  the  past 
administration,  but  we  are  creating  new  ones  as  well.  With  respect 
to  democracy,  we  will  be  creating  a  new  interagency  mechanism  for 
coordination  of  that  function.  So  the  bill  leaves  to  the  executive 
branch  to  create  the  mechanisms  that  would  be  used  for  coordina- 
tion purposes. 

Senator  Kassebaum.  So  you  would  do  it  more  per  area  of  interest 
than  foreign  assistance  in  total. 

Mr.  Atwood.  That  is  right.  The  way  this  bill  is  structured  forces 
the  executive  branch  to  look  at  these  issues  in  accordance  with  the 
framework,  so  it  is  logical  that  democracy  would  be  one  of  those 
items. 

Senator  Kassebaum.  Well,  talking  about  democracy  and  the  title 

II  section,  as  you  know,  it  has  troubled  me  a  bit.  Maybe  you  could 
give  me  an  example  of  what  type  of  program  would  come  other 
than  as  being  done  in  helping  with  elections.  What  do  you  envision 
falling  under  title  II? 

Mr.  Atwood.  Well,  title  II  would  deal  with  situations  that  we  are 
faced  with  now,  such  as  the  transitions  in  the  former  Soviet  Union 
and  Eastern  Europe.  What  we  have  done  in  this  bill  is  to  incor- 
porate that  legislation  in  its  entirety,  because  it  was  recently  en- 
acted by  Congress. 

Title  II  would  also  deal  with  more  advanced  countries  that  are 
not  going  to  be  eligible  for  sustainable  development  assistance  be- 
cause they  no  longer  require  economic  support,  but  where  demo- 
cratic institutions  are  under  attack.  I  would  cite  Venezuela  as  an 
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example  of  a  country  whose  democratic  institutions  are  somewhat 
strained  at  this  point,  but  where  we  have  no  USAID  mission. 

Finally,  this  title  would  apply  to  countries  that  are  not  currently 
democratic.  But  where  U.S.  assistance  can  help  spur  democracy, 
but  again  there  would  be  no  USAID  mission  in  these  countries. 

Under  title  I  we  would  do  democracy  work  as  part  of  an  inte- 
grated sustainable  development  approach,  working  with  nongovern- 
mental organizations  or  institutions  in  the  country,  for  example. 
But  this  would  be  part  of  a  strategic  approach  to  long-term  devel- 
opment in  the  country. 

Senator  Kassebaum.  Well  now,  might  that  not  get  a  little  confus- 
ing, to  split  it  in  those  two  directions?  Will  this  be  likely  under  the 
State  Department  or  under  AID? 

Mr.  Atwood.  Title  II  would  be  governed  by  an  interagency  group 
chaired  by  the  State  Department.  USAID  would  be  responsible  for 
the  sustainable  development  title,  and  its  missions  would  be  imple- 
menting these  integrated  programs. 

Senator  Kassebaum.  I  just  see  that  this  is  an  area  that  has 
merit,  but  again  is — I  used  the  word  "amorphous"  I  think  in  my 
opening  comments — and  I  do  worry  about  clarification.  Maybe  as 
we  mark  up,  each  of  the  members  of  the  committee  in  their  own 
areas  of  expertise  could  help  me  understand  a  little  bit  better  ex- 
actly how  that  might  work. 

That  is  where  there  is  a  lot  of  notwithstanding  any  other  provi- 
sions, I  think,  in  title  II.  Is  that  correct? 

Mr.  Atwood.  Yes.  To  be  able  to  promote  democracy  actively  and 
aggressively  we  need  additional  flexibility  particularly  in  transition 
situations. 

Senator  Kassebaum.  Let  me  just  ask,  how  will  this  be  used  in 
South  Africa?  Is  there  a  team  in  place  that  is  working  on  an  inter- 
agency basis  on  what  we  might  be  doing  there  after  the  elections 
in  April,  and/or  prior  to  that? 

Mr.  Atwood.  There  is  indeed  an  interagency  team  in  place  that 
is  looking  at  trying  to  respond  to  the  developments  that  will  occur 
there  in  April,  and  assisting  in  the  election  process  before  that. 

South  Africa  is  a  unique  case,  because  the  bill  that  was  passed 
in  1986  to  enable  USAID  and  the  administration  to  support  the 
anti-Apartheid  forces  in  South  Africa  was  very  special.  It  forced  our 
Government,  through  USAID,  to  work  exclusively  with  nongovern- 
mental organizations.  That  program  will  be  changing  now  and  we 
will  work  with  the  democratically  elected  government,  as  well  as 
NGO's  after  the  April  27  election. 

Senator  Kassebaum.  Just  to  comment  a  bit  on  title  IV  and  the 
humanitarian  aid,  I  think  frankly  that  the  Office  of  Foreign  Disas- 
ter Assistance  has  done  a  tremendous  job,  but  it  is  being  expanded, 
I  understand,  to  now  include  "reconstruction,"  so  it  moves  a  bit  in 
a  new  direction  or  expanded  direction,  I  wonder  what  is  meant  by 
reconstruction  and  why  would  that  not  fit  under  development  as- 
sistance, or  some  other  aspect,  rather  than  disaster. 

Mr.  Atwood.  We  are  seeking  additional  authorities  to  create  an 
Office  of  Transitions  Initiatives  that  will  be  separate  from  the  Of- 
fice of  Foreign  Disaster  Assistance  although  under  the  Bureau  of 
Humanitarian  Response. 
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It  is  not  our  intention  to  take  resources  from  the  Office  of  For- 
eign Disaster  Assistance  for  this  new  office.  We  at  USAID  have  tra- 
ditionally been  called  upon  by  our  Government,  when  it  is  consid- 
ered to  be  a  foreign  policy  priority,  to  move  into  a  transitional  situ- 
ation to  help  on  such  issues  as  we  have  faced  in  Mozambique,  as 
an  example,  with  demining,  reconstruction  of  bridges,  and  reestab- 
lishment  of  institutions  of  Government. 

We  have  not  had  flexible  authorities.  We  have  required  special 
legislation,  or  we  have  had  to  find  other  ways  to  rationalize  current 
laws  to  be  able  to  perform  that  work.  In  my  view,  that  is  one  of 
the  reasons  why  a  lot  of  people  feel  that  USAID  is  not  relevant  to 
our  foreign  policy. 

So  we  decided  to  create  this  new  office,  separate  from  the  Office 
of  Foreign  Disaster  Assistance,  to  allow  us  to  be  more  responsive. 
But  the  moneys  that  would  be  assigned  to  this  office  would  be  mon- 
eys that  would  have  been  spent  by  our  regional  bureaus  previously. 

We  are  only  now  getting  this  small  office  started,  an  office  that 
we  hope  will  make  us  more  responsive  to  these  kinds  of  situations. 

Senator  Kassebaum.  When  we  are  talking  about  coordination 
and  how  it  would  be  viewed  in  any  given  country,  I  think  it  is  not 
only  interagency  that  becomes  important.  Say  you  are  looking  at 
Mozambique  and  what  is  being  done  through  all  the  different  titles, 
not  only  within  a  title  but  among  titles  and  among  other  donor 
countries.  I  have  always  found  that  really  very  hard  to  get  any 
sense  of  sort  of  how  that  is  being  directed.  I  hope  that  through  this 
propoasl  that  can  be  addressed. 

Just  one  final  question,  because  the  red  light  is  about  to  go  on. 
Under  current  law,  the  PVO's  receive  AID  funds,  of  course,  but 
have  to  have  20  percent  of  the  moneys  that  they  raise  on  their  own 
from  private  sources.  I  have  always  believed  this  was  very  impor- 
tant, because  it  showed  that  there  was  a  desire  and  a  need  for  sup- 
port for  PVO  work  in  that  particular  area.  You  have  eliminated 
any  sort  of  matching  requirement,  is  that  not  right? 

Mr.  Atwood.  Yes,  we  have.  Senator.  We  are  obviously  looking  to 
develop  a  new  partnership  with  PVO's.  Many  of  the  PVO's  we  have 
worked  with  are  well-established  now.  I  believe  there  was  a  very 
good  pUTTDOse  in  setting  the  requirement  in  the  early  days,  because 
we  certainly  did  not  want  the  possibility  that  our  Government  was 
creating  and  fully  supporting  PVO's. 

I  think  there  are  many  ways  for  us  to  avoid  that  possibility, 
which  is  why  we  have  dropped  that  particular  requirement. 

Senator  Kassebaum.  Thank  you  very  much.  Thank  you,  Mr. 
Chairman. 

Senator  Sarbanes.  Thank  you.  Senator  Pell. 

The  Chairman.  Thank  you  very  much.  There  are  several  ques- 
tions that  I  want  to  squeeze  into  my  time. 

In  the  first  place,  how  many  American  citizens  are  there  in  the 
field,  and  how  many  are  stationed  here  at  home? 

Mr.  Atwood.  Mr.  Chairman,  there  are  many  ways  to  look  at  that 
question.  The  question  is  usually  answered  by  telling  you  how 
many  direct-hire  USAID  people  are  in  the  field  versus  how  many 
in  Washington.  That  is  about  1,000  in  the  field,  and  2,000  in  Wash- 
ington. 


25 

However,  if  you  look  at  the  total  of  USAID  workforce,  whether 
they  are  Foreign  Service  nationals,  or  personal  service  contractors 
or  U.S.  direct-hire,  it  is  more  like  10,000  in  the  field  and  3,000  in 
Washington.  So  there  are  more  people  in  the  field  than  there  are 
in  Washington.  I  am  not  exactly  satisfied  with  the  ratio  of  direct- 
hires. 

The  Chairman.  Thank  you. 

One  of  the  programs  the  aid  program  meets,  those  of  us  who 
have  to  go  to  our  constituencies  find  that  the  most  unpopular  pro- 
gram of  the  Government  is  the  aid  program.  One  way  of  building 
that  constituency  up,  it  would  seem  to  me,  is  to  make  greater  use 
of  the  PVO's,  because  each  of  the  PVO's  has  its  own  constituency — 
Catholics,  Protestants,  Jews,  WCC,  et  cetera,  et  cetera — and  you 
could  add  to  the  constituency  to  support  the  aid  program. 

In  addition  to  that,  I  remember  running  a  PVO  program  years 
ago,  and  felt  we  could  do  it  much  cheaper  than  Uncle  Sam  did.  I 
introduced  legislation  once  wiping  out  the  aid  program  overseas, 
and  substituting  the  PVO's.  Obviously,  though,  that  is  impractical. 
We  could  not  get  anyone.  But  I  was  just  curious  if  you  would  con- 
cur that  the  PVO's  should  be  made  greater  use  of  than  is  the 
present  case. 

Mr.  Atwood.  Yes,  and  I  really  feel  pleased  that  we  have  been 
able  to  work  with  them  as  closely  as  we  have.  We  believe  that,  es- 
pecially in  a  world  where  nongovernmental  organizations  are  be- 
coming so  much  more  important  to  the  development  process,  we 
should  be  working  to  create  people-to-people  partnerships,  and  the 
PVO's  with  whom  we  work  are  able  to  do  that,  whereas  official 
Government  employees  do  not  do  it  as  well.  So  we  believe  in  this 
partnership. 

The  Chairman.  Have  you  increased  the  money  the  PVO's — the 
allotment  to  them? 

Mr.  Atwood.  Mr,  Chairman,  I  do  not  think  we  have  increased 
the  money  for  anyone  lately,  given  the  budget  situation  we  face, 
but  we  have  certainly  not  reduced  the  amounts  as  we  have  in  many 
other  cases. 

The  Chairman.  You  have  straight-lined  the  PVO's,  in  other 
words. 

Mr.  Atwood.  And  we  are  a  lot  friendlier  to  deal  with. 

The  Chairman.  The  refugee  programs  in  the  past  were  handled 
through  the  State  Department,  were  authorized  under  the  State 
Department  handling  of  management.  My  understanding  under  the 
bill  submitted  by  the  administration,  you  would  move  that  to  AID, 
is  that  correct? 

Mr.  Moose.  I  think  that  is  not  correct,  Mr.  Chairman.  You  might 
infer  that  that  might  happen  because  we  have  sought  in  framing 
this  bill  to  bring  together  as  many  of  the  foreign  assistance  type 
programs  as  we  could  within  the  framework  of  this  bill,  and  it  is 
true  that  we  moved  the  authorization  for  the  Refugee  and  Migra- 
tion Act  into  this  bill,  but  in  fact  the  program  will  continue  to  be 
operated  as  it  has  been  in  the  past.  We  simply — ^for  purposes  of  try- 
ing to  bring  like  kinds  and  related  kinds  of  activities  together,  we 
brought  it  here  together  with  authorities  with  other  types  of  hu- 
manitarian assistance. 
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The  Chairman.  In  other  words,  the  present  management  pattern 
will  be  continued. 

Mr.  Moose.  Yes,  sir,  it  will. 

The  Chairman.  Thank  you. 

What  is  your  view  about  the  warning  system  in  human  rights, 
the  idea  of  warning  a  country  that  if  it  does  not  pull  up  its  socks 
in  human  rights,  that  it  is  liable  to  lose  its  aid? 

Mr.  Moose.  I  believe,  Mr.  Chairman,  this  has  become  a  regular 
part  of  a  consistent  theme  in  our  foreign  policy,  and  we  certainly 
expect  to  continue  that. 

The  Chairman.  And  what  has  been  the  fate  of  the  American 
Schools  and  Hospitals  Abroad  Program?  Is  that  still  in  force? 

Mr.  Atwood.  That  is  still  under  the  sustainable  development 
title.  The  only  new  criterion  that  we  have  added  is  that  those  insti- 
tutions that  are  funded  contribute  to  sustainable  development,  but 
it  is  essentially  the  same  as  the  current  act.  With  the  exception  of 
that  single  new  added  criteria. 

The  Chairman.  Thank  you  very  much.  I  have  got  my  five  ques- 
tions in  under  the  10  minutes. 

Senator  Sarbanes.  What  is  the  impact  of  adding  that  criteria? 
It  is  rather  substantial,  is  it  not? 

Mr.  Atwood.  Well,  I  am  not  sure.  I  would  have  to  evaluate  the 
programs.  The  point  is  that  in  addition  to  advancing  American  in- 
stitutions as  it  has  in  the  past,  we  want  to  ensure  that  the  work 
being  done  contributes  in  some  way  to  sustainable  development. 

Senator  Sarbanes.  Which  of  the  institutions  that  have  received 
money  in  the  past  would  you  estimate  would  not  meet  that  cri- 
teria? 

Mr.  Atwood.  Mr.  Chairman,  I  would  have  to  do  an  analysis  of 
that  and  provide  an  answer  for  the  record.  I  do  not  know  tne  an- 
swer off  the  top  of  my  head. 

Senator  Sarbanes.  Would  you  think  quite  a  number? 

Mr.  Atwood.  I  would  think  it  depends  upon  how  liberal  one  is 
about  the  interpretation,  but  I  would  think  that  most  of  them  are 
certainly  doing  very  worthy  work. 

Senator  Sarbanes.  Well,  I  have  to  yield  to  Senator  Dodd,  but  I 
want  to  make  this  point.  I  think  we  need,  as  we  enter  into  this 
process,  to  try  to  be  as  clear  as  we  can  about  what  is  being  done 
and  what  the  consequences  are.  Then  we  can  make  the  judgment 
whether  we  think  it  should  be  done  or  not,  rather  than  being  vague 
about  it,  and  perhaps  going  down  a  path  the  consequences  of  which 
we  did  not  fully  appreciate. 

Now,  that  may  be  more  controversial,  but  it  seems  to  me  it  is 
better.  The  chairman  has  a  strong  interest  in  that  program,  as 
many  of  us  do,  and  I  think  we  have  some  sense  of  what  your  atti- 
tude about  it  is. 

I  may  not  agree  with  it,  or  I  may  agree  with  it  in  part  and  dis- 
agree with  it  in  part,  but  I  am  not  sure  simply  saying,  well,  it  is 
the  same,  except  we  have  added  this  criterion  is  really  a  fair  way 
of  putting  it.  My  view  of  it  is  that  the  addition  of  that  criterion, 
is  intended  to  have  a  significant  impact  and  will  have  a  significant 
impact. 

Now,  if  I  am  wrong  about  that,  fine,  in  which  case  maybe  we  do 
not  need  to  add  the  criterion  if  it  is  not  going  to  make  much  of  a 
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difference.  If  it  is  going  to  make  a  real  difference,  then  we  ought 
to  have  some  sense  of  what  it  is  in  order  to  make  the  judgment 
about  whether  or  not  to  add  it  or  not. 

Senator  Dodd.  Let  me  just  pick  up  on  the  point  I  think  that  Sen- 
ator Sarbanes  is  making.  First  of  all,  let  me  commend  you.  I  think 
this  is  terrific  doing  this.  As  you  pointed  out,  it  began  not  just  with 
us,  it  goes  back  to  the  Bush  administration,  and  I  suspect  most  ad- 
ministrations have,  to  varying  degrees,  and  I  suppose  to  increasing 
degrees  over  the  years,  as  they  have  assumed  their  responsibilities, 
looked  at  the  often  conflicting  or  duplicative  mandates  and  criteria, 
but  I  think  this  is  a  wonderful  opportunity  here  now  to  sort  this 
out  again  after  33  years. 

But  as  important,  I  think  it  is  a  wonderful  opportunity  to  change 
the  public  perception.  We  have  not  passed  a  foreign  assistance  bill 
out  of  this  committee  since  1985,  and  that  is  not  for  lack  of  trying, 
as  Senator  Pell  has  pointed  out,  and  I  think  all  of  us  agree,  or  cer- 
tainly would  not  argue  with  it,  and  the  experience  that  both  of  you 
have  had  up  here,  unfortunately  this  is  perceived  as  being  almost 
un-American,  to  be  engaged  in  a  foreign  assistance  program. 

Clearly,  now,  putting  aside  the  issues  of  promoting  democracy 
and  peace,  this  has  been  a  very  rich  program  for  a  lot  of  States, 
Most  States  have  been  the  direct  beneficiaries  of  a  foreign  aid  pro- 
gram. We  are  not  very  good  at  communicating  that  effectively  to 
our  States.  My  State  was  the  beneficiary  to  the  tune  of  $250  mil- 
lion a  year  in  the  foreign  aid  program. 

But  I  think  we  need  to  make  sure  that,  as  we  are  doing  this,  we 
also  try  to  consider  how  we  can  be  very  clear  about  what  we  are 
doing  not  only  to  ourselves  but  clear  to  our  constituencies  so  that 
we  can  reverse  this  trend  and  begin  to  lock  in  the  value  that  people 
need  to  see  as  to  the  importance  of  foreign  aid. 

So  I  would  just  underscore  what  Senator  Sarbanes  has  said.  We 
do  not  need  to  have  battles  on  those  points,  and  you  will  find  great 
allies,  I  think,  if  in  fact  you  are  looking  for  some  additional  points. 
So  in  the  broad  spectrum,  I  really  agree  with  what  you  are  trying 
to  do,  so  the  questions  I  am  going  to  ask — and  invariably  what 
happens  when  you  ask  questions,  it  is  on  the  point  you  may  have 
some  disagreement  or  some  concerns. 

Let  me  pick  up  on  a  question  that  Senator  Kassebaum  raised  on 
the  promoting  of  democracy  programs  in  the  2102A3,  the  draft  bill. 
You  have  touched  on  this,  Brian,  in  your  response,  and  I  quote:  "To 
help  meet  security  challenges  on  a  transitional  basis  that  threaten 
to  impede  or  reverse  democratic  reforms  or  institutions." 

I  would  like  to  know  what  specifically  we  have  in  mind.  Are  we 
talking  about  military  hardware?  Are  we  talking  about  military  ad- 
visors? Are  we  talking  about  getting  involved  in  civil  conflicts?  Let 
us  take  a  Chiapa  situation,  not  in  Mexico,  but  let  us  put  it  in  some 
other  country,  if  you  want,  a  smaller  country  threatening  that  situ- 
ation— is  that  a  transitional  problem  of  democracy? — and  we  all  of 
a  sudden  get  a  request  for  us  to  jump  in  and  provide  some  hard- 
ware. 

Are  we  going  back  and  revisiting  some  situations  that  I  think  we 
would  hopefully  have  some  second  thoughts  about?  By  the  mere 
presence  of  this,  does  it  invite  applications  for  it?  Could  you  put  a 
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little  more  flesh  on  that  section  for  me,  and  are  those  concerns  I 
have  just  raised  unwarranted? 

But  I  get  worried — transitional.  I  do  not  see — ^you  know,  we  are 
not  talking  about  a  threat  from  the  Soviet  Union  any  longer,  we 
are  talking  about  a  legitimate — to  the  extent  you  want  to  call  it  le- 
gitimate, internal  conflict  that  could  threaten  the  existing  Govern- 
ment, I  suppose. 

Mr.  Atwood.  It  is  not  envisioned  that  we  would  be  supplying 
military  hardware  under  that  provision.  Senator.  What  we  would 
be  attempting  to  do  in  a  transitional  situation  is  basic  institution- 
building  work,  perhaps  helping  a  society  conduct  an  election,  per- 
haps doing  nonpartisan  voter  education  programs  in  connection 
with  that  election.  In  other  words,  we  would  be  trying  to  shore  up 
democratic  institutions,  or  trying  to  see  the  transition  through  in 
a  very  fragile  situation. 

Senator  DODD.  So  it  does  not  involve  military  assistance? 

Mr.  Atwood.  It  does  not  involve  military  assistance.  However,  it 
does  not  necessarily  mean  that  we  would  not  work  with  militaries 
to  try  to  assure  that  they  are  operating  appropriately  within  a 
democratic  context. 

What  is  key  about  this  civil-military  relations  aspect  of  the  de- 
mocracy title  is  that  we  would  be  trying  to  make  sure  that  there 
is  respect  for  civilian  rule,  and  that  this  is  part  of  normal  democra- 
tization work  in  the  field. 

Mr.  Moose.  If  I  might  just  add  this  one  comment — it  might  help 
to  clarify.  I  think  Brian  will  correct  me  if  I  am  wrong.  I  think  we 
would  consider  that  a  country  involved  in  a  civil  conflict  which  was 
still  a  hot  shooting  sort  of  a  conflict  would  not  be  at  a  stage  where 
we  could  consider  it  to  be  a  country  in  transition. 

We  do  not  have  a  category  for  countries  in  turmoil,  but  such 
countries  would  not  yet  be  in  a  situation  in  which  it  would  be  ap- 

f)ropriate  to  think  about  working  to  help  reform  a  military  estab- 
ishment.  There  would  be  authority  for  the  professional  develop- 
ment of  nonpartisan  military  institutions,  but  that  would  have  to 
come  well  after  the  time  when  people  had  stopped  shooting  at  each 
other. 

Senator  Dodd.  Well,  all  right.  Again,  this  is  an  area  where  there 
is  some  interest.  I  commend  you,  by  the  way,  for  the  decision — I 
think  you  are  down  to  five  countries  that  receive  military  assist- 
ance, Israel  and  Egypt  being  two,  and  there  is  not  a  single  Latin 
American  nation  that  receives  military  assistance.  I  commend  you 
for  going  in  that  direction.  I  think  it  will  be  a  separate  category, 
and  we  ought  to  stay  away  from  that  kind  of  stuff. 

However,  I  would  point  out  that  we  have  military  advisors  in  a 
lot  of  countries.  Even  though  we  are  not  providing  aid  specifically, 
what  do  you  envision  with  a  military  advisor  approach  in  the  con- 
text of  this  reform? 

Mr.  Moose.  I  think  we  may  see  in  certain  countries  where  we 
have  advisors  or  military  missions,  I  have  seen  some  of  them  on 
recent  travels,  and  they  may  be  there  in  connection  with  inter- 
national military  education  training  programs.  They  have  a  great 
deal  to  do  with  military  to  military  relationships  in  which  our  peo- 
ple are  trying  to  inculcate  and  transfer  some  of  the  values  and  re- 
spect for  democratic  institutions  that  our  military  is  so  noted  for. 
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I  think  you  have  some  of  that,  and  there  will  be  a  few  of  those 
programs  which  will  continue,  but  it  will  not  be  a  major  emphasis 
in  this  bill. 

Senator  Dodd.  I  appreciate  that,  and  I  appreciate  the  effort  over 
the  years. 

I  could  cite  too  many — and  I  know  you  could  probably  add  to  my 
list,  Dick,  of  those  that  we  trained,  including  some  of  the  folks  in 
Haiti  today.  They  are  the  beneficiaries  of  training  programs.  Talk 
about  doing  something  for  less  than  paragons  of  virtue  when  it 
comes  to  supporting  democratic  institutions.  That  is  just  a  note  of 
caution.  Every  time  we  turn  around,  I  know  there  is  a  strong  de- 
sire for  reform,  but  every  time  we  speak  of  reform,  something  less 
than  reform  seems  to  happen.  I  would  just  ask  you  to  look  at  that 
a  little  more  carefully. 

Is  there  any  sense,  any  prioritization  of  our  goals?  I  commend 
you  for  boiling  this  down.  For  instance,  is  building  of  democracy 
more  or  less  important  in  promoting  peace?  Is  there  a  sense  of  pri- 
ority in  the  listing  you  have  here? 

Also,  let  me  ask  you  in  the  context  of  it,  some  things  I  might 
have  you  take  a  look  at.  You  know,  sustainable  development,  boy, 
I  get  glaze  over  the  eyes  of  my  constituency  with  that  phrase  in 
a  second.  There  may  be  10  or  15  people  in  town  who  know  what 
sustainable  development  is.  When  I  go  back  to  the  Naugatuck  Val- 
ley in  Connecticut,  and  I  say  we  are  going  to  spend  x  amount  of 
your  taxes  on  sustainable  development,  I  am  afraid  I  might  run 
right  back  into  that  problem  that  I  identified  earlier  for  you. 

To  the  extent  that  we  can  be  clear  and  precise  about  what  we 
are  doing  here,  it  is  important. 

Mr.  Atwood.  I  think  you  are  right,  Senator.  I  do  think  that  the 
phrase,  sustainable  development,  is  gaining  currency,  but  I  am  not 
sure  whether  it  has  reached  Hartford 

Senator  Dodd.  Hartford,  it  may  have. 

Mr.  Atwood  [continuing].  Let  alone  Naugatuck  Valley. 

Senator  Sarbanes.  Well,  if  it  has  not  reached  Hartford,  it  has 
not  reached  a  lot  of  other  places  as  well,  I  will  tell  you.  [Laughter.] 

Senator  DoDD.  Well,  it  is  a  first  stop. 

Mr.  Atwood.  It  is  important  for  us,  it  seems  to  me,  as  a  Nation 
engaged  in 

Senator  Sarbanes.  Mark  Twain  would  have  said  that,  would  he 
not? 

Senator  Dodd.  He  could  have  written  a  whole  book  on  sustain- 
able development. 

Mr.  Atwood.  I  think  the  phrase  probably  first  gained  some  cur- 
rency. Senator,  during  the  U.N.  environmental  conference  in  Rio 
where  there  was  a  lot  of  discussion  on  the  part  of  environmental- 
ists about  doing  development  work  in  a  manner  that  is  consistent 
with  the  preservation  of  our  ecological  systems. 

We  want  to  emphasize  at  USAID  the  importance  of  engaging  in 
projects  that  can  be  sustained  over  time,  so  that  if  USAID  were  to 
move  out  of  a  country,  it  leave  behind  some  institutionalization  of 
the  work  that  we  were  doing  and  the  people  of  the  country  could 
carry  on  the  work.  That  is  why  we  are  emphasizing  participation 
so  much.  We  are  working  with  people  in  the  rural  areas  much  as 
the  Peace  Corps  has  done  in  the  past. 
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USAJD  missions  tend  to  work  too  much,  in  my  opinion,  with  gov- 
ernment ministries.  That  interaction  needs  to  be  done  to  create  the 
overall  environment  and  legal  framework,  but  it  is  important  to 
work  more  with  people  when  we  think  we  can  achieve  sustain- 
ability. 

Senator  Dodd.  What  about  the  prioritization  issues?  What  are 
the  categories? 

Mr.  Atwood.  What  we  are  offering  here  is  a  framework  that  we 
think  most  administrations  would  be  able  to  fit  their  foreign  policy 
into.  It  is  clear,  with  respect  to  our  priorities,  that  democracy  is  a 
high  priority,  and  that  the  work  we  are  doing  under  title  II  in  the 
former  Soviet  Union  is  a  very  high  priority. 

It  is  important  that  we  see  sustainable  development  as  a  method 
of  crisis  prevention.  That  has  to  be  a  very  high  priority  for  any  ad- 
ministration, but  we  fully  expect,  as  expressed  by  the  bipartisan 
manner  in  which  we  are  introducing  this  legislation,  that  it  is  a 
framework  in  which  others  could  see  other  priorities  expressed. 

Senator  Dodd.  Did  you  want  to  comment  on  that,  Dick? 

Mr.  Moose.  I  was  just  going  to  say,  one  of  the  things  that  strikes 
me  is,  no,  I  do  not  think  we  prioritize  them  one,  two,  three,  four, 
five,  but  I  think  probably  most  of  the  folks  at  USAID  would  say 
that  sustainable  development  is  the  most  important.  But  the  way 
I  look  at  it,  it  is  very  unlikely  that  one  can  have  sustainable  devel- 
opment in  an  environment  in  which  there  is  not  peace  in  a  region, 
or  in  a  country  in  which  there  is  not  democracy,  in  which  demo- 
cratic institutions  are  not  functioning. 

We  have  seen  too  many  instances  in  which  that  has  been  tried. 
We  have  tried  to  put  aid  programs  into  countries  that  were  essen- 
tially in  war,  and  ones  that  were  in  fact  thoroughgoing  despotisms, 
and  it  did  not  work  for  some  reason.  One  of  the  reasons  why  it  did 
not  is  because  you  need  popular  institutions  to  sustain  and  support 
them. 

Therefore,  I  think  these  strategic  objectives  here  are  interlocking 
for  the  most  part,  and  that  is  one  of  the  things  I  think  Brian  was 
trying  to  do  when  he  went  through  the  existing  programs  and  said, 
hey,  listen,  these  countries  here  are  ones  where  we  think  the  condi- 
tions are  appropriate,  and  where  it  can  work,  and  there  are  others 
where  we  have  been  trying  but  it  does  not  work  and  we  are  not 
going  to  try  it  there  any  more,  because  the  conditions  are  not  right. 

Senator  DoDD.  Mr.  Chairman,  could  I  just  ask  one  last  parochial 
question? 

Senator  Sarbanes.  Surely. 

Senator  DoDD.  Again,  as  I  am  sure  you  are  all  aware,  I  chair  the 
Western  Hemisphere  Subcommittee.  Senator  Kassebaum  raised  the 
issue  of  Africa,  and  I  cannot  miss  the  opportunity  to  raise  the  issue 
of  Latin  America  with  you. 

This  is  a  critical  time  for  these  countries.  Today,  we  have  more 
nations  who  have  embraced  democracy  in  this  hemisphere  than  at 
any  point  since  the  arrival  of  Columous  500  years  ago.  Many  of 
them  are  fragile,  very  fragile.  It  is  going  to  take  special  help  to  see 
them  through  this  process  and  to  demonstrate  to  their  people  that 
democracy  produces  a  quality  of  life  in  terms  of  jobs,  housing,  and 
other  fundamental  issues  that  is  going  to  be  sustainable  as  a  politi- 
cal process. 
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The  hit  has  been  pretty  substantial.  We  have  gone  from  a  cut  by 
two-thirds  from  1993  levels,  from  $304  million  to  $91  million  for 
the  whole  region.  I  realize  there  are  tremendous  demands  from 
Russia  and  elsewhere,  and  I  am  not  trying  to  be  overly  greedy  here 
about  this,  but  gee,  I  think  we  would  regret  so  deeply  in  a  couple 
of  years  with  countries  that  are  struggling  to  make  it  and  with 
some  targeted  assistance  and  help  can  become  self-sustaining  and 
self-sufficient. 

I  am  just  curious  as  to  whether  or  not  you  are  anticipating  an- 
other hit  in  this  region  in  the  next  round.  It  is  going  to  come  up 
pretty  quickly.  We  are  down  to  pretty  bare  bones  here.  I  know 
NAFTA,  people  are  talking  about  extending  it  in  the  hemisphere, 
but  I  suspect  that  it  is  several  years  down  the  road  before  it 
reaches  some  of  these  countries,  particularly  ones  that  really  need 
the  help. 

The  ones  that  are  pretty  aggressive,  Argentina,  Chile,  and  oth- 
ers, will  probably  get  NAFTA  pretty  quickly,  but  if  you  are  a  strug- 
gling little  country  in  the  Caribbean  or  Latin  America,  you  cannot 
probably  look  to  NAFTA  in  the  short  term,  and  in  the  absence  of 
some  help  here,  we  may  lose  some  of  these  countries  that  will  seek 
alternatives. 

I  note  that  in  Costa  Rica  on  Sunday  the  party  there  that  moved 
away  from  privatization  and  the  kind  of  things  we  are  promoting 
won  an  election.  The  patterns  may  not  necessarily  set  in  here,  but 
I  do  not  want  to  miss  that  opportunity,  and  I  did  not  want  to  have 
you  come  and  go  here  without  expressing  what  will  not  come  as 
any  great  shock  to  you,  my  deep  interest  in  seeing  that  we  not  lose 
the  opportunity  here — because  things  look  pretty  good,  sort  of  move 
on, 

Mr.  Atwood.  It  is  a  very  serious  question.  Senator.  Without  get- 
ting into  a  discussion  about  the  budget  allocations  and  the  proposal 
we  are  making  for  fiscal  1995,  I  would  like  to  comment  on  one  as- 
pect of  this.  We  have  proposed  reform  legislation  that  deals  with 
sustainable  development  as  part  of  a  single  title. 

We  have  mentioned  Africa  in  this  title,  but  we  have  not  des- 
ignated authority  for  separate  appropriation  for  any  region.  We 
would  like  to  be  able  to  pursue  development  where  it  is  needed 
most.  I  would  suggest  to  you  that  the  reason  we  have  cited  Africa 
is  because  we  believe  that  is  where  it  is  needed  most. 

We  believe  that  there  have  been  some  fundamental  trans- 
formations in  Latin  America,  very  positive  ones.  I  agree  with  you 
that  they  are  fragile.  We  believe  that  our  program  in  Latin  Amer- 
ica is  going  to  focus  in  the  future  on  working  with  countries  that 
are  preparing  to  enter  NAFTA-type  agreements  on  such  issues  as 
workers'  rights  as  it  relates  to  democracy  and  the  environment — 
these  are  the  issues  that  we  raised  with  respect  to  Mexico — and 
that  we  will  be  able,  with  the  limited  funds  that  we  have,  to  focus 
on  these  problem  areas. 

Central  America  remains  a  serious  concern  of  our  country,  and 
it  is  a  development  concern  as  well.  I  am  going  to  El  Salvador  next 
week  to  express  that  concern  on  behalf  of  our  Government,  but  we 
really  believe  that  many  of  the  countries  in  the  region,  now  that 
they  have  gone  through  their  structural  adjustments,  are  now  able 
to  work  with  credits  and  loan  programs  in  the  Inter-American  De- 
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velopment  Bank.  This  will  compensate  some  for  the  cuts  that  have 
been  made  in  our  own  bilateral  concessional  grant  programs,  but 
it  is  a  serious  matter. 

Senator  Dodd.  I  appreciate  your  saying  that.  Do  not  misunder- 
stand me.  With  some  of  these  countries,  trade  and  investment  are 
more  important  than  a  small  amount  of  aid,  given  the  choice. 

Mr.  Atwood.  Right. 

Senator  Dodd.  I  like  the  idea,  though  we  are  thinking  differently 
about  all  of  these  issues,  and  the  fact  that  there  has  been  such  an 
emphasis  on  trade  issues  in  Latin  America  is  really  helpful,  but  as 
I  say,  sometimes  the  ones  that  qualify  for  the  trade,  or  that  will 
not  qualify  for  the  trade  and  investment  do  need  the  aid  ingredient 
to  sustain  them  until  they  do. 

Thank  you.  Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  It  is  not  quite  clear  to  me,  and  it  is  some- 
thing obviously  we  need  to  think  more  about,  why  eliminating 
some  of  these  things  like  the  Development  Fund  for  Africa,  which 
No.  1,  are  clearly  needed.  No.  2,  bring  you  support  in  the  Congress, 
and  No.  3,  bring  you  support  in  the  country,  why  taking  that  out 
is  desirable  in  the  name  of  flexibility.  I  have  difficulty  with  that, 
and  the  same  thing  I  think  would  exist  with  respect  to  other  pro- 
grams. 

I  do  not  think  you  can  proceed  on  the  assumption  that  there  is 
some  kind  of  commitment  either  in  the  Congress  or  in  the  country 
to  provide  money  for  foreign  assistance  unrelated  to  the  specifics 
of  how  and  where  the  money  is  going  to  be  used. 

Now,  I  understand  if  you  tie  it  down  too  tightly  the  executive 
loses  some  flexibility.  We  want  to  try  to  respond  to  that  concern. 
But  on  the  other  hand,  if  you  do  not  have  some  of  this  linkage  you 
are  going  to  lose  or  reduce  what  little  support  may  exist.  I  think 
we  need  to  think  about  that  very  carefully. 

Mr.  Atwood.  Mr.  Chairman,  I  would  make  a  distinction  between 
framework  or  charter  legislation  of  this  type  and  the  annual  appro- 
priations bill  or  the  budget  request  that  comes  up.  You  will  see  in 
the  fiscal  1995  budget  request  of  the  President  that  resources  are 
being  requested  specifically  for  the  development  fund  for  Afirica.  It 
is  not  as  if  we  are  attempting,  through  this  means,  to  lose  for  our- 
selves the  kind  of  political  support  needed  to  support  a  foreign  as- 
sistance program. 

Senator  Sarbanes.  Well,  let  me  just  walk  through  this.  Would 
you  turn  to  pages  48  and  49  of  the  bill  as  it  has  been  printed  up 
in  the  House? 

Mr.  Moose.  Would  you  give  us  the  section? 

Senator  Sarbanes.  Section  3102,  General  Authority.  I  want  to 
walk  through  this  with  you  and  I  want  to  try  to  see  if  I  understand 
what  it  means. 

(a)  In  General. — The  President  is  authorized — 


(2)  to  furnish  assistance  to  foreign  countries,  and  international  and  regional 
organizations  and  arrangements  for  peacekeeping,  international  activities  di- 
rected to  the  restoration  or  maintenance  of  international  peace  and  security  and 
other  programs  carried  out  in  furtherance  of  the  national  interest  of  the  United 
States. 
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So  we  are  giving  the  President  the  authority  here  to  furnish  as- 
sistance to  foreign  countries  in  furtherance  of  the  national  interest 
of  the  United  States,  correct?  That  is  a  broad  general  grant  of  au- 
thority to  the  President. 

Mr.  Moose.  Right.  That  is  correct,  Mr.  Chairman. 

Senator  Sarbanes.  Now,  that  is  military  assistance,  economic  as- 
sistance, any  kind  of  assistance,  is  that  correct? 

Mr.  Moose.  It  is,  indeed.  This  is  one,  for  example,  on  military 
assistance  this  is  one  of  three  places  in  the  bill  where  military  aid 
programs  are  authorized  specifically.  [Pause.] 

I  am  being  corrected,  Mr.  Chairman.  I  had  in  mind  another  por- 
tion of  the  same  chapter.  This  is  the  general  peacekeeping  portion. 

Senator  Sarbanes.  What  is  the  other  portion.  We  had  better 
identify  that  while  we  are  at  it. 

Mr.  Moose.  That  will  be  in  the 

Senator  SARBANf:s.  You  might  as  well  tell  us.  We  will  find  it 
sooner  or  later. 

Mr.  Moose.  That  is  in  Chapter  3.  [Laughter.] 

That  would  be  in  Chapter  3  of  this  same  title  under  Regional 
Peace  Security  and  Defense  Cooperation.  You  would  find  that  prob- 
ably in  3302. 

Senator  Sarbanes.  3302.  All  right.  Maybe  we  will  go  there  next. 
Now,  what  about  here?  We  are  giving  the  President  the  authority 
to  give  military  assistance  to  any  foreign  country,  correct? 

Mr.  Moose.  In  the  context  of  a  peacekeeping  operation,  Mr. 
Chairman.  The  structure  of  this  particular  part  of  the  bill,  this  is 
Chapter  3 — I  mean  Title  3 — you  have  Chapter  1,  Peacekeeping  and 
Related  Programs,  which  is  where  you  are  right  now  in  3102.  Then 
there  is  Chapter  2,  Non proliferation  and  Disarmament.  Chapter  3 
is  Regional  Peace,  Security,  and  Defense  Cooperation.  Then  there 
is  one  on  narcotics,  terrorism,  and  crime.  Those  are  all  chapters 
within  this  Title  3  on  promoting  peace. 

Senator  Sarbanes.  Well  now,  I  am  having  trouble  reading  this. 
Maybe  I  need  one  of  your  nefarious  lawyers  here.  "The  President 
is  authorized  to  furnish  assistance  to  foreign  countries,"  and  then 
it  goes  on  with  a  lot  of  other  things.  But  none  of  those  "ands"  are 
essential  to  the  first  clause.  In  fact,  we  do  not  pick  up  with  a 
comma,  just  "the  President  is  authorized  to  furnish  assistance  to 
foreign  countries,"  and  this  embraces  military  assistance. 

Mr.  Moose.  We  are  picking  up  here  and  incorporating  in  this 
new  proposed  act  the  authorities  that  are  virtually  identical  to 
those  that  exist  in  current  law  for  voluntary  peacekeeping  contribu- 
tions, the  peacekeeping  operations  account  that  is  authorized  under 
the  Foreign  Assistance  Act. 

Senator  Sarbanes.  Now,  does  the  current  law  have  a  provision 
like  paragraph  (c)  on  page  49:  "Funds  made  available  to  carry  out 
this  chapter  may  be  made  available  notwithstanding  any  provisions 
of  law  that  restrict  assistance  to  foreign  countries."? 

Mr.  Moose.  This  is  a  new  provision  of  law  which  pulls  together 
the  authorities  for  the  President  to  support  peacekeeping  oper- 
ations under  and  within  the  context  of  a  policy  which  has  been  laid 
out  in  recent  days.  We  have  tried  to  put  flexibility  here  to  allow 
us  to  clarify  our  current  practice.  Existing  law  allows  the  provision 
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of  peacekeeping  assistance  to  the  UN  and  for  other  peacekeeping 
efforts. 

We  are  trying  to  pull  together  in  one  place  here  authorities  for 
the  President  to  engage  in  peacekeeping  operations  and  to  make 
funds  available  to  transfer — ^you  will  see  in  the  next  paragraph — 
to  transfer  funds  fi-om  one  account  to  another  under  these  authori- 
ties for  the  purposes  which  you  read  earlier  in  3102(a)(1)  there. 

Senator  Sarbanes.  Does  the  current  law  have  a  provision  com- 
parable to  paragraph  (c)  on  page  49  which  says,  "Funds  made 
available  to  carry  out  this  chapter  may  be  made  available  notwith- 
standing any  provisions  of  law  that  restrict  assistance  to  foreign 
countries."? 

Mr.  Moose.  The  answer  to  that  is  no. 

Senator  Sarbanes.  But  that  is  a  new  authority? 

Mr.  Moose.  The  short  answer  to  that  is  no. 

Senator  Sarbanes.  That  is  a  new  authority,  is  that  correct? 

Mr.  Moose.  We  are  trying — for  example,  we  are  trying  to  provide 
authority  there,  flexibility  tnere,  to  cover  a  situation,  for  example, 
as  might  exist  in  the  peacekeeping  operation  under  the  United  Na- 
tions. And  there  might  be  another  country  involved  in  that  UN 
peacekeeping  operation  which  would  require  assistance  in  the  form 
of  equipment  necessary  to  carry  out  their  mission,  their  peacekeep- 
ing mission. 

We  might  face  a  conflict  involving  a  country  to  which  U.S.  mili- 
tary assistance  on  a  bilateral  basis  was  prohibited.  And  yet  by 
using  this  authority  in  the  proposed  law  here  we  would  be  able  to 
provide  articles  of  defense  equipment. 

Senator  Sarbanes.  Would  you  say  that  the  authority  that  you 
are  providing,  the  notwithstanding  authority  here,  is  a  grant  of  au- 
thority far  in  excess  of  what  would  be  necessary  to  meet  the  exam- 
ple you  just  gave  me?  In  other  words,  the  example  you  just  gave 
me  could  be  dealt  with  by  a  grant  of  authority  significantly  less 
than  the  grant  of  authority  here.  Would  that  be  correct? 

Mr.  Moose.  It  could  be  done,  but  you  might  have  to  pass  a  law. 
You  might  have  a  situation  in  which  the  defense  or  other  equip- 
ment were  needed  immediately  and  it  would  be  impractical  to  have 
a  law  passed.  There  might  be  another  provision  of  law  which  would 
allow  it. 

Senator  Sarbanes.  Well,  you  could  define  the  grant  of  authority 
in  the  terms  in  which  you  just  defined  them. 

Mr.  Moose.  You  mean  to  make  it  a  specific  exemption  for  the 
UN?  We  have  come  very  close  to  doing  that  here.  We  are  talking 
about  international  peacekeeping  activities,  and  I  just  gave  a  spe- 
cific case.  But  one  of  the  things  we  are  trying  to  move  away  from 
is  a  system  in  which  a  very  specific  authority  is  drawn  up  to  meet 
certain  kinds  of  anticipated  situations  to  create  an  authority  there. 

We  are  trying  to  create  a  fiexibility  here  for  the  accomplishment 
of  purposes  which  we  have  defined  at  great  length  in  the  law,  say- 
ing here  are  the  things  that  we  would  propose  to  do  under  this 
chapter.  And  in  order  to  do  those  things,  to  be  prepared  to  do  those 
things  in  various  contingencies,  we  believe  that  it  is  desirable  to 
have  this  type  of  fiexibility. 

Now,  if  you  agree  that  these  are  desirable  purposes,  let  us  talk 
about  the  kind  of  operational  fiexibility  which  is  required  some- 
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times  to  accomplish  them  in  unusual  situations.  And  we  are  saying 
this  is  an  authority  which  we  believe  is  required  to  enable  us  to 
be  effective  in  peacekeeping  operations. 

Senator  Sarbanes.  Well,  it  is  a  very  broad  authority.  We  will  ad- 
dress that. 

My  time  is  up.  Before  I  yield  to  Senator  Jeffords  let  me  say  I  am 
troubled  by  this.  I  have  to  tell  you,  and  I  have  to  come  back  to  it, 
is  one  of  those  nefarious  lawyers  here  with  you? 

Mr.  Moose.  Excuse  me,  Mr.  Chairman,  we  have  no  nefarious 
lawyers. 

Senator  Sarbanes.  Fair  enough.  I  do  not  want  to  put  a  cloud 
over  them. 

Mr.  Moose.  We  have  some  very  clever  ones,  though. 

Senator  Sarbanes.  Am  I  correct  that  the  amendments  to  the 
Foreign  Assistance  Act  are  incorporated  within  the  Act  as  it  is  pub- 
lished in  this  document? 

Mr.  Lester.  The  first  300  pages  or  so  of  that  green  book  is  the 
Foreign  Assistance  Act  of  1961,  as  amended. 

Senator  Sarbanes.  As  amended. 

Mr.  Lester.  Right.  But  there  have  been  other  provisions  of  law 
enacted. 

The  last  time  there  was  a  major  foreign  assistance  authorization 
act  was  in  1985.  That  act  contained  many  free-standing  provisions 
of  law  which  still  apply  today  but  did  not  actually  amend  the  For- 
eign Assistance  Act.  So  actually,  if  you  want  to  compare  apples  and 
apples,  you  would  be  looking  at  approximately  the  first  500  to  550 
pages  01  that  green  book. 

Senator  Sarbanes.  Well,  except  the  very  next  thing  that  comes 
is  the  Export  Control  Act. 

Mr.  Lester.  The  Arms  Export  Control  Act,  that  is  right.  And 
several  of  those  provisions  have  been  incorporated  into  the  rewrite 
of  the  Foreign  Assistance  Act  that  was  introduced  a  week  and  a 
half  ago. 

Senator  Sarbanes.  Well,  I  am  not  going  to  let  it  stand  as  it  was 
demonstrated  at  the  table.  I  mean,  this  is  the  300  pages  that  is  the 
Foreign  Assistance  Act  [indicating]. 

Mr.  Lester.  That  is  correct. 

Senator  Sarbanes.  This  part  back  here  is  the  appendix.  We 
ought  to  strip  that  out  of  there  right  away.  You  have  got  all  the 
defense  bills  back  here,  et  cetera,  et  cetera.  So  there  is  a  problem. 
But  I  do  not  want  to  overdramatize  it  here. 

Mr.  Lester.  You  still  have  approximately  150  to  200  pages,  clos- 
er to  200  pages,  of  what  we  would  call  free-standing  provisions, 
provisions  that  did  not  amend  the 

Senator  Sarbanes.  That  are  related  to  the  Foreign  Assistance 
Act. 

Mr.  Lester.  Correct.  Provisions  that  do  not  amend  the  Foreign 
Assistance  Act  but  still  govern  our  programs. 

Senator  Sarbanes.  Well,  this  is  an  1,800  page  book,  and  you 
have  given  me  about  a  fourth  of  it,  right? 

Mr.  Lester.  Right. 

Senator  Sarbanes.  Senator  Jeffords. 

Senator  Jeffords.  Thank  you,  Mr.  Chairman.  It  seems  that  a 
number  of  the  less  developed  countries,  especially  those  in  sub-Sa- 
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haran  Africa,  are  caught  in  a  continual  cycle  of  debt.  This  debt 
transfer  problem  often  results  from  the  failure  of  large  develop- 
ment projects  funded  by  the  multilateral  development  banks.  A 
study  conducted  by  the  World  Bank's  own  internal  watchdog,  the 
Operations  and  Evaluation  Department,  OED,  indicated  that  a 
large  percentage  of  the  bank's  projects  were  judged  unsatisfactory 
and  some  complete  failures. 

In  1989,  OED  reviewed  82  agricultural  projects,  of  which  45  per- 
cent were  judged  to  be  unsatisfactory.  In  nine  of  the  projects  re- 
viewed, agriculture  production  was  seen  to  decline  at  the  end  of  the 
investment  case,  not  go  up.  Failure  of  large  projects  in  countries 
such  as  these  reduces  their  potential  to  accumulate  foreign  capital 
through  exports,  putting  further  pressure  on  them  to  borrow  to 
avoid  a  complete  collapse  of  their  economy. 

It  also  forces  government  domestic  austerity  programs  on  the 
part  of  those  borrowing  countries  as  well  as  forcing  them  to  inten- 
sify efforts  to  increase  export  earnings.  This  reduces  the  govern- 
ments expenditures  on  internal  education,  health,  and  environ- 
mental projects.  In  addition,  it  puts  an  incredible  strain  on  the 
countries'  natural  resources,  forcing  countries  to  harvest  their  for- 
ests at  a  quicker  rate,  extract  minerals  without  regard  to  the  envi- 
ronment, and  harvest  crops  in  an  unsustainable  manner.  How  does 
the  administration's  plan  deal  with  a  debt  crisis  in  the  short  term. 
And  in  the  long  run,  how  can  we  prevent  this  cycle  from  continu- 
ing? 

Mr.  Atwood.  Senator,  you  have  really  discussed  a  very  impor- 
tant problem  as  it  affects  Africa.  It  affects  a  lot  of  the  poorest  na- 
tions in  the  world.  Of  course,  if  they  are  the  poorest  nations,  they 
are  eligible  for  the  soft  loan  window  of  the  World  Bank,  which 
means  the  terms  are  as  favorable  as  any  loan  program  in  the 
world. 

We  obviously  are  not,  in  this  bill,  authorizing  the  relationship 
that  we  have  with  the  MDB's.  There  is  a  discussion  of  the  impor- 
tance of  the  multilateral  development  banks  in  the  sustainable  de- 
velopment title,  and  there  is  clearly  an  implied  admonition  to  bet- 
ter coordinate  our  policies  with  the  Treasury  Department  that 
works  with  the  World  Bank  directly.  And  there  is  an  admonition 
that  we  do  a  better  job  of  donor  coordination. 

It  is  true  that  concessional  grant  programs  are  only  one  aspect 
of  our  development  programs  and  that  we  seek  through  those  pro- 
grams to  leverage  other  resources  to  bring  to  bear  on  a  problem. 
We  also  will  coordinate  with  the  Treasury  Department  on  efforts 
to  try  to  excuse  debt,  and  there  will  be  an  effort  made  in  connection 
with  the  fiscal  year  1995  budget  to  excuse  some  of  the  African  debt. 

We  are  right  now  trying  to  respond  to  the  problem,  and  an  oppor- 
tunity has  been  presented  by  the  devaluation  of  the  CFA  franc  in 
many  of  the  francophone  countries  of  Africa.  That  is  going  to  re- 
quire action  on  the  part  of  the  International  Monetary  Fund  and 
the  World  Bank,  and  us,  as  we  deal  with  the  fallout  from  that 
problem. 

Senator  Jeffords.  In  September  of  this  year  officials  from  across 
the  world  will  meet  in  Cairo  to  consider  world  population  growth. 
As  you  indicated  before  this  committee  in  June  of  last  year,  over- 
population leads  to  environmental  damage  or  drives  people  to  over- 
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use  farmland,  to  strip  land  for  firewood,  and  to  exhaust  water  sup- 

f)lies.  Overpopulation  pushes  the  rural  economy  to  the  point  of  col- 
apse,  imperils  migration,  and  feeds  social  disorder. 

I  agree  with  you  that  the  numbers  on  population  are  alarming, 
and  that  the  impact  of  this  growth  on  the  environment  is  deeply 
concerning.  In  Africa,  for  example,  many  cities  are  growing  so  rap- 
idly that  they  could  double  in  size  in  the  next  decade.  In  Kenya, 
with  a  growth  rate  of  3.7  percent  per  vear,  if  sustained  would  cause 
the  population  to  double  in  two  decades.  This  growth  is  putting  in- 
credible pressure  on  the  resources  of  many  African  countries  lead- 
ing at  times  to  extensive  land  degradation,  deforestation,  contami- 
nated water,  threat  to  endangered  species,  and  of  course,  poverty. 

There  is  an  obvious  link  between  population  growth  and  sustain- 
able development.  Many  Americans  and  other  people  across  the 
globe  are  sensitive  to  tne  issue  of  population  control.  Clearly,  we 
have  moved  beyond  this  archaic  terminology  and  are  now  looking 
at  programs  which  empower  and  educate  women,  and  focus  on  fam- 
ily planning  and  improvement  in  health.  How  will  the  administra- 
tion's proposal  address  this  problem?  Is  there  adequate  funding  to 
implement  those  programs? 

Mr.  Atwood.  Senator,  under  the  sustainable  development  title  of 
this  reform  bill,  stabilization  of  population  growth  is  one  of  the  four 
major  objectives  that  we  seek  to  achieve.  It  is  a  very  serious  prob- 
lem that  affects  development  in  those  parts  of  the  world  where  pop- 
ulations are  growing  so  quickly. 

You  mentioned  that  there  is  this  UN  Conference  on  Population 
in  Cairo,  and  we  are  hoping,  through  our  leadership,  to  encourage 
other  countries  to  contribute  to  the  provision  of  family  planning 
services.  We  also  want  to  encourage  some  of  the  other  proCTams 
that  you  mentioned  such  as  offering  women  the  full  range  of  serv- 
ices so  that  they  can  better  space  their  children  so  that  there  is 
enough  food  on  the  table  for  the  family  and  so  that  we  can  deal 
with  the  problem  of  overburdening  the  infrastructures  of  these 
cities. 

Senator  Jeffords.  Finally,  there  was  discussion  last  week  with 
people  familiar  with  the  AIDS  problem  in  Africa  and  the  incredible 
percentage  of  certain  populations  that  are  suffering  from  the  HIV 
virus.  What  do  you  foresee  as  the  impact  of  that  problem,  and  what 
are  we  doing  to  try  to  assist  in  that  regard? 

Mr.  Atwood.  We  are  working  on  the  preventive  side.  Obviously, 
our  Government,  through  the  National  Institute  of  Health  [NIH], 
is  doing  a  lot  of  research  on  AIDS,  and  we  are  USAID  is  funding 
some  research.  But  we  are  working  more  on  the  preventive  side  of 
this  problem. 

We  see  here  in  this  particular  disease,  and  in  others  such  as  tu- 
berculosis and  polio,  that  there  is  a  direct  impact  on  our  population 
in  this  country.  So  our  foreign  assistance  programs  have  more  than 
a  theoretical  impact  on  our  domestic  interests,  and  this  is  one  in- 
stance that  is  very  dramatic. 

It  is  also  clear  that  the  loss  of  biodiversity  is  having  some  impact 
on  the  growth  of  these  viruses  that  are  threatening  humankind  all 
over  the  world.  We  do  not  know  exactly  what  that  impact  is  yet, 
and  that  is  why  we  must  move  not  only  to  deal  with  AIDS  as  a 
disease  and  to  try  to  prevent  it  from  occurring  and  spreading,  but 
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we  must  also  work  more  broadly  on  the  environment  because  it  is 
clear  that  the  loss  of  biodiversity  through  deforestation,  for  exam- 
ple, is  having  an  impact  on  the  creation  of  viruses  and  parasites 
and  other  things  that  are  threatening  to  mankind. 

Senator  Jeffords.  Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  Senator  Kassebaum. 

Senator  Kassebaum.  Mr.  Chairman,  I  would  just  like  to  ask 
unanimous  consent  that  a  question  from  Senator  Brown  be  submit- 
ted to  be  asked. 

My  concluding  comment  is  how  important  I  think  it  is  for  us  to 
understand  sort  of  specifically  how  reform  will  improve,  be  more  ef- 
fective, in  handling  the  foreign  assistance  policy  than  previously, 
and  can  point  to  specific  situations  where  we  can  explain  it.  I  think 
that  would  be  very  useful.  I  like  the  idea  that  it  is  considered  a 
foreign  policy  bill,  not  a  foreign  assistance  bill.  I  think  that  helps 
to  put  it  in  another  dimension. 

I  will  not  ask  specifics,  but  I  cannot  help  but  think  as  we  look 
at  different  areas,  as  Senator  Dodd  was  mentioning,  there  is 
Zambia  where  there  was  a  democratic  election.  President  Chilupa 
a  year  ago  was  here  with  high  hopes  of  what  would  happen  in 
Zambia.  Now,  unfortunately,  seemingly  much  has  gone  awry,  prob- 
ably from  past  errors. 

But  how  specifically,  then,  do  we  look  at  these  situations  as  we 
mark  up  our  foreign  assistance  legislation.  Not  to  belabor  the  point 
right  now,  but  I  do  think  it  will  be  useful  the  more  specific  we  can 
get  in  comparing  where  reform  will  help  versus  how  it  has  been  in 
the  past. 

Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  Thank  you.  I  think  that  is  a  very  appropriate 
comment. 

I  have  a  question  from  Senator  Murkowski  to  Administrator  At- 
wood,  and  I  will  submit  that  for  the  record,  if  you  could  respond. 

[The  information  referred  to  can  be  found  in  the  appendix.] 

Senator  Sarbanes.  Gentlemen,  obviously  this  is  a  subject  that 
we  could  go  on  at  great  length  about.  I  think  we  have  gotten  off 
to  a  good  start  here  for  the  opening  session,  and  I  think  I  will  draw 
this  hearing  now  to  a  close. 

Mr.  Moose.  If  I  could  just  make  one  point,  triggered  by  the  very 
interesting  comments  of  Senator  Kassebaum.  Mr.  Chairman,  I 
think,  as  I  have  listened  to  what  Brian  and  I  said  and  the  ques- 
tions on  the  mind  of  the  committee,  one  of  the  things  that  I  find 
unusual  about  the  bill,  and  it  has  taken  some  time  for  me  to  get 
my  mind  around  the  whole  thing  and  I  certainly  do  not  have  it  in 
all  of  the  nooks  and  crannies  of  the  bill,  but  it  is  a  very  unusual 
effort  to  sort  of  regroup  after  30  some  odd  years  of  working  on  a 
rather  single-minded  critical  premise  which  organized  our  foreign 
policy  and  our  foreign  assistance  and  to  say  at  this  particular  junc- 
ture in  history  and  the  experience  of  the  United  States  what  should 
be  the  overriding  principles  that  frame  our  foreign  policy  and 
therefore  should  frame  our  foreign  assistance. 

We  have  proposed  here  five  categories,  spelled  them  out  at  great 
length,  and  specificity,  the  kinds  of  things,  activities  that  we  be- 
lieve would  contribute,  for  example,  to  the  promotion  of  democracy, 
and  have  said  that  in  order  to  promote  democracy  using  these  ac- 
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tivities  here  we  believe  we  need  these  kinds  of  authorities.  And  we 
have  tried  to  pull  the  things  together  so  that  we  and  you  and  the 
public  have  a  basis  for  evaluating  the  things  that  we  propose  to  do 
when  we  send  up  the  money  bill. 

We  have  put  out  there  for  your  use  a  framework.  We  call  it  a 
charter  often.  And  if  we  ask  you  for  money  to  do  something  we 
have  set  ourselves,  we  have  committed  ourselves,  to  justifying  it 
within  the  framework  of  one  of  these  activities.  If  we  propose  to  use 
some  of  the  money  that  you  have  already  authorized  and  appro- 
priated, it  must  meet  the  test  that  we  have  laid  down  ourselves 
within  the  framework  of  this  act. 

If,  after  we  have  spent  the  money,  then  you  go  and  you  look  at 
it  and  you  do  your  oversight,  and  you  say  here  is  what  Adminis- 
trator Atwood  said  he  was  going  to  do  when  he  asked  for  this 
money  and  he  got  it  and  he  spent  it,  and  here  it  is.  We  will  judge 
it  against  this  charter  that  is  here.  So  we  hope  that  it  will  make 
it  possible  for  all  of  us  to  work  together. 

Now,  we  can  argue  as  to  whether  one  activity  or  another  really 
contributes  to  sustainable  development  and  whether  sustainable 
development  is  desirable  or  whether  it  contributes  to  democracy.  In 
this  document,  we  want  to  have  this  dialog  with  you  about  the 
things  that  we  believe  are  required  to  carry  out  a  foreign  policy 
that  is  being  framed  in  terms  that  are  very  much  like  these. 

Senator  Sarbanes.  Well,  this  is  all  done  at  a  level  of  broad  gen- 
eralities. Suppose  someone  came  to  you  and  said  I  want  you  to  give 
me  $3  billion  to  promote  democracy? 

Now,  what  is  the  next  step?  Do  you  say  yes?  Promoting  democ- 
racy is  a  very  desirable  objective  and  I  am  very  much  for  it.  And 
here  is  the  $3  billion.  Come  back  next  year  and  we  will  see  what 
you  did  with  it? 

Mr.  Moose.  We  would  have  said  we  propose  to  promote  democ- 
racy by  doing  these  things  that  are  listed  here  in  this  section,  and 
you  could  look  at  those  and  decide  whether  you  thought  those  were 
desirable  things  and  would  contribute  to  democracy  or  not.  You 
could  probably  stop  us  from  going  down  that  road  if  you  wanted  to. 

Senator  SAHnANP]S.  Well,  I  just  want  to  make  this  observation: 
The  other  budgets  for  the  other  departments  are  authorized  and 
appropriated  to  accomplish  specific  purposes.  There  is  a  tendency 
here  to  treat  the  earmarks  as  though  somehow  they  are  an  imposi- 
tion upon  the  Department.  In  fact,  it  is  no  more  imposition  upon 
the  Department  than  what  any  other  department  encounters  when 
its  budget  is  put  together.  In  fact,  to  the  extent  that  you  have  a 
reservoir  of  money  in  certain  program  areas  that  is  not  earmarked, 
you  are  getting  a  latitude  that  is  generally  not  available  to  other 
departments. 

Now,  I  am  receptive  to  trying  to  get  you  some  more  flexibility, 
particularly  on  the  administrative  and  operational  side,  but  also  on 
the  program  side.  But  I  do  not  think  the  starting  premises  should 
be  that  somehow  you  have  been  adversely  dealt  with  by  the  Con- 
gress because  it  has  not  given  you  a  lump  of  money  for  you  to  use 
as  you  wish  within  certain  broad  policy  objectives.  There  is  no  de- 
partment that  gets  money  like  that. 

Mr.  Moose.  But  we  will  come  back  to  you  with  a  congressional 
presentation  document  that  is  going  to  show  programs,  projects, 


40 

and  activities.  I  mean,  there  is  no  money  in  this  bill,  there  are  no 
numbers  here.  You  have  the  opportunity  to  make  the  judgments 
that  you  are  talking  about  when  we  come  back  to  you  with  the  ac- 
tual request  for  money. 

Mr.  Ai  WOOD.  May  I  just  say,  Mr.  Chairman,  a  final  word  on  this 
question?  I  now  direct  an  agency  that  has  not,  I  guess  to  be  mild 
about  it,  had  a  great  deal  of  programmatic  integrity  in  the  past  in 
the  sense  that  if  you  asked  anyone  on  the  street,  or  anyone  on  Cap- 
itol Hill  even,  what  USAID  was  supposed  to  be  doing,  they  would 
have  a  hard  time  defining  it  other  than  as  foreign  aid.  And  foreign 
aid  is  a  generic  term. 

We  have  been  given  a  number  of  mandates  by  the  Congress,  all 
of  which,  it  seems  to  me,  had  some  merit  at  the  time.  And  it  was 
perhaps  a  reaction  to  a  feeling  that  the  administration  was  not 
doing  enough  in  this  area  or  that.  That  is  one  way  of  operating. 

Another  way  of  operating  is  to  try  to  create  programmatic  integ- 
rity and  have  a  consensus  between  the  legislative  branch  and  the 
executive  branch  as  to  what  the  goals  are  so  that  you  can  more  ef- 
fectively hold  us  accountable  for  the  work  that  we  do  in  that  agen- 
cy and  to  distinguish  between  the  goals  and  the  means  we  use  to 
achieve  those  goals.  The  means  are  different  in  each  setting,  and 
you  will  find  when  you  go  to  an  African  country,  that  you  are  deal- 
ing with  a  certain  set  of  problems  and  certain  set  of  needs.  You 
would  use  certain  means  to  achieve  the  overall  goals  that  we  have 
established  for  ourselves  in  one  country  and  different  means  in  an- 
other. 

Senator  Saiibanes.  That  is  why  we  gave  you  the  Development 
Fund  for  Africa,  as  I  recall. 

Mr.  Atwood.  That  is  right. 

Senator  Sarbanes.  In  fact,  we  did  that,  we  brought  things  to- 
gether. We  gave  a  more  general  authority. 

Mr.  Atwood.  That  is  right. 

Senator  Sarbanes.  We  gave  a  fair  amount  of  money  for  it.  We 
gave  $800  million.  We  wanted  to  go  to  a  billion,  but  we  gave  $800 
million  and  we  provided  considerable  flexibility  in  the  use  of  that, 
both  country  flexibility  and  program  flexibility.  Is  that  not  correct? 

Mr.  Atwood.  Yes  it  is,  Mr.  Chairman.  And  what  I  am  saying  to 
you  is  that  if  you  gave  me  that  type  of  flexibility  to  conduct  our 
worldwide  program,  then  that  is  all  we  could  ask  for.  In  essence, 
we  have  taken  the  best  aspects  of  the  Development  Fund  for  Africa 
and  incorporated  them  in  the  sustainable  development  title. 

Senator  Sarbanes.  I  know,  but  if  you  were  going  to  generalize 
it  that  far,  then  there  is  no  understanding  here  on  where  the 
money  is  going  to  go.  In  that  case,  you  may  not  do  as  much  for  Af- 
rica as  people  here  want  to  see  done  or  you  may  do  significantly 
more  somewhere  else.  But  I  agree  you  ought  to  have  some  ability 
to  move  some  moneys  around. 

Mr.  Atwood.  But  that  is  the  process  that  you  are  authorizing  or 
creating  a  framework  for  if  you  adopt  the  cnarter  legislation  that 
we  have  submitted.  We  would  have  to  present  to  you  country-spe- 
cific objectives  and  amounts  of  money.  If  we  exceeded  the  amounts 
of  money  we  would  have  to  notify  the  Congress  as  part  of  the  pro- 
cedures. Then  we  would,  of  course,  have  annual  appropriations  that 
are  authorized  by  that  charter  legislation.  So  it  is  not  as  if  we  are 
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trying  to  change  the  rules  of  the  game  here.  What  we  are  trying 
to  do  is  to  focus  our  entire  Nation  on  goals  and  objectives  as  op- 
posed to  focusing  on  mandates  that  relate  more  to  means  as  op- 
posed to  ends. 

Senator  Sai?banes.  Well,  let  us  try  to  get  at  this.  I  mean,  do  you 
think  that  we  should  give  the  President  tne  authority  to  make  mili- 
tary aid  available  to  any  country  not  withstanding  any  other  provi- 
sion of  law? 

Mr.  Atwood.  The  peacekeeping  proposal  that  has  been  pre- 
sented, if  you  can  write  positive  authority  for  that,  you  know,  I 
think  it  deals  with  a  problem  that  our  country  faces  right  now.  We 
have  to  respond  when  we  decide  that  it  is  in  our  interest  to  re- 
spond to  a  peacekeeping  situation.  We  should  be  able  to  respond, 
as  the  remaining  superpower,  in  a  fairly  expeditious  manner.  If  it 
can  be  written  in  a  more  positive  way,  then  fine. 

Senator  Sarbanes.  Well,  let  me  ask  this  question  of  you  and  Mr. 
Moose.  On  the  bottom  of  page  48 — I  am  sorry,  this  is  Section  3102, 
paragraph  (b)(3).  "If  the  President  determines  and  reports  to  Con- 
gress that  doing  so  would  promote  the  purposes  of  this  chapter, 
funds  made  available  under  either  paragraph  (1)  or  (2)  may  be 
transferred  to,  and  consolidated  with,  funds  available  for  the  other 
such  paragraph  and  may  be  used  for  any  of  the  purposes  for  which 
funds  under  that  paragraph  may  be  used." 

So  you  could  take  all  of  the  funds  that  are  in  one  category  and 
shift  them  to  another  in  terms  of  the  categories  established  in  this 
section,  is  that  correct? 

Mr.  Moose.  In  theory,  yes,  you  could.  There  are  two  general  au- 
thorities here.  One  is  for  the  assessed  and  other  peacekeeping  ac- 
tivities, and  the  other  is  for  the  more  or  less  voluntary  peacekeep- 
ing activities.  Those,  at  present  and  in  the  future,  are  authorized 
and  appropriated  in  two  different  places.  One  is  the  CIPA  ac- 
count— essentially,  it  is  the  CIPA  account.  The  other  are  the  vol- 
untary peacekeeping  contributions. 

What  we  are  saying  here  is  that  in  order  to  marshal  the  funds 
that  may  be  required  for  a  particular  operation  the  President 
would  be  able,  under  this  authority  here,  to  transfer  funds,  yes,  all 
of  them,  from  one  place  to  another.  That  would  be  very  unusual. 
But  in  theory,  yes,  that  would  be  possible. 

Senator  Sarbanes.  Not  in  theory,  in  law. 

Mr.  Moose.  In  law.  In  law  it  is  possible,  yes.  But  in  practice  it 
is  unlikely  that  that  would  happen,  because  at  the  point  the  ques- 
tion would  arise,  some  of  the  funds,  from  one  account  or  the  other, 
would  have  already  been  spent.  So  it  probably  would  not  fall  out 
that  way. 

Senator  Sarbanes.  Well,  let  us  continue  to  work  at  this  in  a 
forthcoming  and  cooperative  way,  because  I  think  the  overall  objec- 
tive we  are  trying  to  accomplish  is  very  important. 

Gentlemen,  we  thank  you  for  your  testimony,  and  the  hearing  is 
adjourned. 

[Whereupon,  at  4:15  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene at  10:25  a.m.,  February  22,  1994.1 
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U.S.  Senate, 
Subcommittee  on  International  Economic 

Policy,  Trade,  Oceans  and  Environment 
of  the  Committee  on  Foreign  Relations, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:25  a.m.,  in  room 
SD-419,  Dirksen  Senate  Office  Building,  Hon.  Paul  S.  Sarbanes 
(chairman  of  the  subcommittee)  presiding. 

Present:  Senators  Sarbanes,  Feingold,  Kassebaum,  and  Jeffords. 

Senator  Sarbanes.  The  committee  will  come  to  order.  Today,  the 
subcommittee  is  holding  its  second  hearing  this  year  on  the  admin- 
istration's proposal  for  foreign  aid  reform.  I  emphasize  "this  year" 
because  we  consider  this  to  be  part  of  an  ongoing  series  begun  last 
spring  to  examine  foreign  assistance  programs  in  the  overall  re- 
form process. 

Our  witnesses  today  will  be  largely  from  the  public  sector,  rep- 
resenting groups  and  organizations  that  have  been  working  closely 
with  us  and  with  the  administration  to  rewrite  the  Foreign  Assist- 
ance Act  of  1961.  I  will  be  very  brief  We  have  a  number  of  wit- 
nesses this  morning  we  are  looking  forward  to  hearing  from  and  a 
number  of  important  issues  to  address. 

Many  organizations  and  individuals  have  requested  permission 
to  testify  and  we  are  obviously  not  going  to  be  able  to  accommodate 
all  of  them.  We  have  tried  to  pick  a  representative  sample,  al- 
though I  am  not  sure  that  is  exactly  the  way  to  describe  our  wit- 
nesses, and  we  encourage  interested  organizations  to  send  us  their 
views  and  comments  on  the  administration's  proposals.  We  would 
be  very  pleased  to  receive  that  information. 

Before  I  turn  to  our  two  colleagues  who  are  at  the  witness  table, 
I  will  turn  to  Senator  Kassebaum  for  any  comments  she  may  have. 

Senator  Kassebaum.  Thank  you,  Mr.  Chairman,  I  do  not  have 
any  opening  comments.  I  think  we  do  have  some  excellent  wit- 
nesses this  morning  and  I  look  forward  to  hearing  their  testimony. 

Senator  Sarbanes.  Senators  Bingaman  and  Simpson  had  re- 
quested to  testify  on  a  bill  they  introduced  last  summer,  S.  1096, 
the  International  Population  Stabilization  Reproductive  Health  Act. 
Gentlemen  and  colleagues,  we  would  be  very  happy  to  hear  from 
you  at  this  point.  Senator  Bingaman,  I  am  sorry  to  have  held  you 
up. 

(43) 
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STATEMENT  OF  HON.  JEFF  BINGAMAN,  U.S.  SENATOR  FROM 

NEW  MEXICO 

Senator  Bingaman.  Mr.  Chairman,  we  appreciate  very  much  the 
chance  to  be  here. 

Senator  Simpson  and  I  have  put  together  legislation,  S.  1096, 
which  addresses  three  critically  important  issues:  first,  the  need  to 
put  global  population  stabilization  at  the  top  of  our  foreign  aid 
agenda;  second,  the  need  to  promote  sustainable  development;  and 
third,  the  right  of  women  no  matter  where  they  live  in  the  world 
to  economic  and  social  equality. 

This  legislation  is  accompanied  by  a  companion  bill  in  the  House, 
which  Congressman  Beilenson  and  Congresswoman  Morella  intro- 
duced last  year.  And  I  am  sure  you,  Mr.  Chairman,  and  Senator 
Kassebaum  can  recognize,  this  legislation  is  a  followup  to  legisla- 
tion that  our  former  colleague,  Senator  Tim  Wirth,  proposed  in  the 
previous  Congress  with  Senator  Simpson. 

This  legislation,  we  believe,  represents  a  commitment  to  women 
and  famifies  worldwide.  It  sets  priorities  on  global  population  sta- 
bilization, economic  opportunity,  and  reproductive  health  care. 
These  are  issues  that  Senator  Simpson  and  former  Senator  Wirth 
worked  on  for  several  years,  and  I  am  very  pleased  to  be  joining 
them  in  their  effort. 

We  are  also  pleased  that  the  new  administration,  under  Presi- 
dent Clinton,  has  taken  an  active  role  on  population  issues,  sus- 
tainable development,  and  international  family  planning  efforts.  As 
you  know.  President  Clinton  reversed  the  longstanding  Mexico  City 
policy  which  deprived  worthy  organizations  and  thousands  of 
women  of  much  needed  family  planning  assistance. 

More  recently,  your  committee  has  been  sent  legislation  to  re- 
form the  U.S.  Foreign  Aid  Program.  Our  view — Senators  Simpson 
and  Bingaman — is  that  the  priorities  we  deal  with  in  our  bill  need 
to  be  at  the  top  of  the  legislation  we  in  Congress  wind  up  enacting 
in  this  area.  The  problems  of  global  population  growth  are  enor- 
mous. It  should  not  take  any  great  exposition  of  those  problems  to 
convince  people  of  that.  The  simple  fact  is  that  the  world  popu- 
lation is  presently  growing  at  a  rate  of  about  10,000  people  per 
hour.  It  is  very  difficult  to  deal  with  any  of  the  other  problems  of 
development  with  that  critical  fact  going  unaddressed. 

Under  this  bill,  we  set  global  and  U.S.  expenditure  targets  for 
overall  population  assistance  and  for  specific  programs  in  the  var- 
ious areas  addressed  in  the  bill.  In  addition,  the  programs  author- 
ized under  the  act  would  help  reduce  global  maternity  and  infant 
mortality  rates,  and  improve  the  overall  health  status  of  women 
and  their  children,  by  addressing  such  problems  as  malnutrition, 
low  immunization  rates,  and  the  spread  of  contagious  diseases. 

Mr.  Chairman,  with  the  legislation  you  have  from  the  adminis- 
tration, I  think  the  most  useful  course  of  action  is  for  this  commit- 
tee and  its  staff  to  do  a  comparison  of  our  proposed  bill.  Senate  Bill 
1096,  with  the  administration's  proposal  and  hopefully  take  provi- 
sions of  our  bill  that  would  strengthen  the  administration's  pro- 
posal in  these  areas  and  adopt  them  as  part  of  the  legislation  that 
you  report  to  the  Senate. 

I  do  think  there  is  a  great  opportunity  for  us  to  go  on  record  as 
examining  and  addressing  this  very  real  problem,  which  permeates 


45 

all  of  our  foreign  policy.  I  commend  the  committee  for  its  attention 
to  the  issue,  and  thank  you  for  the  chance  to  testify. 
[The  prepared  statement  of  Senator  Bingaman  follows:] 

Prepared  Statement  of  Senator  Jeff  Bingaman 

Mr.  Chairman,  the  distinguished  Senator  from  Wyoming,  Senator  Simpson,  and 
I,  along  with  the  cosponsors  of  our  legislation.  Senator  Simon,  Senator  Packwood, 
and  Senator  Bumpers,  thank  you  for  convening  today's  hearing.  We  appreciate  the 
opportunity  to  discuss  with  you  three  critically-important  issues: 

(1)  the  need  to  put  global  population  stabilization  at  the  top  of  our  foreign 
aid  agenda; 

(2)  the  need  to  promote  sustainable  development;  and 

(3)  the  right  of  women — no  matter  where  they  live  in  this  world — to  economic 
and  social  equality. 

Last  summer,  Senator  Simpson  and  I  introduced  S.  1096,  the  "International  Popu- 
lation Stabilization  and  Reproductive  Health  Act."  Congressman  Beilenson  and  Con- 
gresswoman  Morella  introduced  companion  legislation  in  the  House.  Through  draft- 
ing and  introducing  our  legislation,  the  four  of  us  were  renewing  a  Congressional 
commitment  made  by  our  friend  and  former  colleague.  Senator  Tim  Wirth,  who  is 
now  State  Department  Counselor. 

Ours  is  a  commitment  to  global  population  stabilization,  economic  oppwrtunity, 
and  reproductive  health  care.  For  years.  Senator  Wirth  and  Senator  Simpson  have 
championed  these  issues.  I  am  proud  to  be  a  part  of  their  effort  today. 

Mr.  Chairman,  after  more  than  a  decade  of  U.S.  inaction  on  population  stabiliza- 
tion, we  have  entered  a  new  era.  Already,  President  Clinton  and  his  administration 
have  taken  an  active  role  on  population  issues,  sustainable  development,  and  inter- 
national family  planning  efforts. 

Within  days  of  his  inauguration.  President  Clinton  had  reversed  the  long-standing 
"Mexico  City"  policy,  which  deprived  worthy  organizations — and  thousands  of 
women — much  needed  family  planning  assistance.  More  recently,  the  President  sent 
to  your  Committee  charter  legislation  for  reforming  U.S.  foreign  aid  programs, 
which  a  number  of  experts  will  discuss  today. 

At  last  year's  "Second  Preparatory  Meeting  for  the  1994  International  Conference 
on  Population  and  Development,"  Senator  Wirth  first  presented  the  administration's 
vision  on  global  population,  sustainable  development,  and  reproductive  health.  He 
then  set  forth  a  series  of  goals  for  addressing  the  challenges  we  face. 

The  "International  Population  Stabilization  and  Reproductive  Health  Act"  is,  I  be- 
lieve, a  good  and  solid  legislative  framework  for  the  work  of  the  administration,  the 
Committee,  and  the  full  Congress.  Our  bill — like  the  administration's  proposal — fo- 
cuses U.S.  foreign  policy  on  a  coordinated  strategy  that  will: 

•  help  achieve  world  population  stabilization; 

•  encourage  global  economic  development  and  self-determination;  and 

•  most  important,  improve  the  health  and  well-being  of  women  and  their  chil- 
dren. 

I  believe  these  three  objectives  are  inter-dependent:  none  of  them  can  be  achieved 
without  an  equal  commitment  to  all  of  them.  The  way  I  see  it,  U.S.  efforts  to  help 
develop  economies  and  promote  democracy  around  the  world  will  be  futile  if  we  do 
not  first  address  the  staggering  rate  of  global  population  growth. 

How  can  we  expect  under-developed  countries  to  pull  themselves  up  when  the 
world's  population  is  growing  at  a  rate  of  more  than  10,000  people  per  hour?  When 
the  women  and  men  who  make  up  a  nation's  workforce  pool  do  not  even  have  the 
right  to  plan  their  families?  And  when  millions  of  women  around  the  world  do  not 
have  access  to  basic — and  lifesaving — reproductive  health  care  or  educational  oppor- 
tunities? 

Fundamental  to  this  Act  is  a  recognition  of  this  fact: 

Worldwide  efforts  to  alleviate  poverty,  stabilize  population,  and  secure  the  en- 
vironment are  undermined  profoundly  by  a  lack  of  attention  to  women's  repro- 
ductive health  and  the  role  of  women  in  the  economic  development  of  their  fam- 
ilies, their  communities,  and  their  countries. 
Under  the  Act,  global  and  U.S.  expenditure  targets  will  be  set  for  overall  popu- 
lation assistance  and  for  specific  programs  that  will: 

•  help  achieve  universal  access  to  cuilurally-competent  family  planning  services 
ana  reproductive  health  care; 

•  expand  programs  for  research,  treatment,  and  prevention  of  AIDS  and  other 
sexually  transmitted  diseases; 

•  close  the  gender  gap  in  literacy  and  primary  and  secondary  education;  and 
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•  increase  economic  opportunities  for  women  so  that  they  can  realize  their  full 

productivity  potential. 

Other  programs  authorized  under  the  Act  will  help  reduce  global  maternal  and 

infant  mortality  rates  and  improve  the  overall  health  status  of  women  and  their 

children  by  addressing  problems  such  as  malnutrition,  low  immunization  rates,  and 

the  spread  of  contagious  diseases. 

I  commend  our  legislation  to  you  and  your  Committee.  I  urge  your  staff  to  com- 

f)are  S.  1096  with  the  administration's  proposal  and  to  use  our  le^slation  as  a  tool 
or  enhancing  and  improving  the  Presiaent's  bill.  Mr.  Chairman,  1  look  forward  to 
working  with  you  and  my  distinguished  colleague  from  Wyoming,  Senator  Simpson, 
on  this  important  issue,  and  I  asK  that  a  summary  of  S.  1096  be  printed  in  the  Hear- 
ing record  at  the  conclusion  of  my  remarks  and  those  of  Senator  Simpson.  Thank 
you. 

Senator  Sarbanes.  Thank  you  very  much,  Senator  Bingaman. 
Senator  Simpson? 

STATEMENT  OF  HON.  ALAN  K.  SIMPSON,  U.S.  SENATOR  FROM 

WYOMING 

Senator  Simpson.  Mr.  Chairman,  thank  you  very  much,  and  my 
fine  colleague  from  Kansas  who  came  here  when  I  did.  It  is  gooa 
of  you  to  give  us  this  opportunity.  You  have  been  very  gracious  as 
Jen  and  I  have  tried  to  bring  this  forward  for  examination  by  our 
colleagues,  and  we  thank  you  for  that. 

This  is  where  Senator  Bingaman  and  I  have  picked  up  where 
Tim  Wirth  left  off,  and  now  he  is  in  a  position  in  the  administra- 
tion where  he  can  be  of  great  assistance  in  bringing  this  forward 
from  simple  legislation,  or  complex  legislation  if  you  wish,  though 
I  do  not  think  it  is,  but  he  can  bring  this  legislation  forward  and 
actually  implement  it  with  regard  to  his  activities.  So  we.  Senator 
Wirth  and  I,  had  introduced  similar  legislation  which  was  a  blue- 
print. Jeff  and  I  feel  this  would  serve  as  a  focal  point  for  U.S.  pol- 
icy on  population  assistance.  We  have  to  have  this  kind  of  policy 
to  attempt  to  improve  the  quality  of  human  life  and  halt  the  deg- 
radation of  the  environment  caused  by  overpopulation  of  the  plan- 
et. 

Jeff  has  shared  with  you  a  statistic  about  how  fast  the  popu- 
lation grows  in  a  small  increment.  Hear  this  one:  In  the  past  40 
years  the  world's  population  doubled  to  almost  5.5  billion  people. 
It  is  estimated  if  present  trends  continue  this  figure  will  increase 
to  11  billion  by  the  vear  2025,  and  46  billion  human  beings  by  the 
year  2075,  and  694  billion  by  the  year  2150,  if  we  do  nothing.  This 
latter  figure  for  the  year  2150  is  the  equivalent  of  12,000  people 
for  every  square  mile  of  land  on  the  face  of  the  Earth.  Now  that, 
my  colleagues,  is  a  truly  sobering  statistic. 

I  think  this  has  to  be  one  of  the  critical  objectives  of  U.S.  foreign 
policy.  Unchecked  population  growth  has  and  will  continue  to  have 
very  direct  consequences  on  everything  we  do,  on  the  economy,  on 
standards  of  living,  on  global  environment,  for  all  we  do  or  ever 
hope  to  do  as  a  Nation.  I  know  all  that  sounds  a  bit  strange  coming 
from  a  Senator  who  represents  a  State  of  450,000  people,  the  land 
of  high  altitude  and  low  multitude,  as  we  call  it,  but  the  subiect 
captured  my  attention  many  years  ago  as  it  did  my  father  when 
he  was  a  Member  of  the  Senate. 

I  will  tell  you  where  it  really  came  to  me.  As  I  log  in  my  time 
on  the  Environment  and  Public  Works  Committee,  I  find  that  we 
seem  to  spend  an  inordinate  amount  of  time  talking  about  things 
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like  methane  gas  in  cows  and  what  that  will  do  to  the  universe, 
and  what  propellants  in  the  bottom  of  shaving  cream  cans  are 
going  to  do  to  the  Earth.  And  nobody  is  paying  any  attention  to  the 
basic  issue  of  how  many  footprints  will  fit  on  the  face  of  the  Earth. 
That  is  the  real  issue.  How  can  we  sustain  a  population  of  billions 
of  people  without  totally  trashing  and  destroying  the  environment 
of  the  Earth? 

Perhaps  in  our  travels  when  some  of  you  visit  the  ruins  of  Tikal 
in  Guatemala  and  other  noble  historical  sites  of  once-civilized 
greatness  try  to  determine  how  these  magnificent  civilizations 
ended.  It  is  really  very  simple.  In  a  patriarchal  society  the  food 
gatherer  and  the  hunter  had  to  take  care  of  the  basic  needs  of  food 
and  shelter  for  his  family,  and  did  so  while  killing  the  last  bird, 
catching  the  last  fish,  spearing  the  last  animal,  and  burning  the 
last  stick  of  wood.  In  this  way,  many  civilizations  were  destroyed 
and  all  of  them  ended  tragically. 

I  know  we  all  have  a  propensity  to  be  dramatic  and  to  get  a  little 
hyped  up.  I  am  very  good  at  that,  too.  We  often  do  that  in  this 
place.  But  no  ecosystem  can  withstand  that  crush  of  impact  of  so 
many  human  bfeings,  each  one  of  them  seeking  shelter,  nurture, 
care,  and  food. 

So  I  am  very  heartened  by  this  administration's  renewed  commit- 
ment and  I  trust  that  we  can  move  forward  on  this  important 
issue.  I  am  ready  to  work  toward  that  goal.  I  must  say  I  have  felt 
somewhat  limited  in  the  past  years  of  my  own  party's  administra- 
tion and  my  own  party's  President  because  I  was  in  the  leadership 
capacity,  and  I  did  not  always  feel  it  appropriate  to  challenge  some 
of  the  things  those  past  administrations  had  proposed. 

The  political  climate  has  changed  now.  Nothing  overly  critical  of 
the  past,  mind  you,  but  I  am  much  more  comfortable  now  in  tack- 
ling this  important  issue,  and  I  look  forward  to  working  with  Sen- 
ator Bingaman.  We  are  ready  to  mold  this  bill  into  something  that 
can  achieve  the  support  of  a  majority  of  the  Members.  We  can  work 
with  the  House.  We  are  ready.  Connie  Morella,  Tony  Beilenson,  we 
look  forward  to  working  with  anyone  who  wishes  to  come  forward 
here  to  craft  legislation  that  will  honestly  make  a  difference  in 
terms  of  how  the  human  race  manages  its  own  population  and  the 
environment. 

I  thank  you  very  much  for  your  courtesy. 

[The  prepared  statement  of  Senator  Simpson  and  Summary  of  S. 
1096,  the  International  Population  Stabilization  and  Reproductive 
Health  Act,  follow:] 

Preparkd  Statement  of  Senator  Alan  K.  Simpson 

On  June  10,  1993,  I  joined  with  my  friend  and  colleague  Senator  Jeff  Bingaman 
(D-NM)  in  introducing  the  "International  Population  Stabilization  and  Reproductive 
Health  Act."  During  the  102nd  Congress,  Senator  Tim  Wirth  and  I  introduced  simi- 
lar legislation  which  we  believed  was  important  to  layout  the  blueprint  to  build 
upon  during  the  103rd  Congress.  Senator  Wirth's  commitment  to  population  sta- 
bilization runs  strong  and  deep,  as  evidenced  by  his  new  position  as  tne  top  State 
Department  official  for  population  issues,  and  I  want  to  commend  him  on  this 
achievement.  My  colleague  from  New  Mexico  has  risen  superbly  to  the  occasion  to 
take  over  where  Senator  Wirth  left  off.  He  shares  the  same  concerns  and  commit- 
ment to  this  crucial  global  issue  as  I  do  and  I  am  pleased  to  be  working  in  a  biparti- 
san fashion  with  him  so  we  can  move  forward  with  effective  public  policy  on  an 
issue  that  affects  everyone  in  some  way  worldwide. 
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Moreover,  the  political  climate  has  changed  with  President  Clinton's  announce- 
ment last  year  that  the  United  States  will  resume  funding  for  the  U.N.  population 
fund  after  a  7-year  suspension,  and  he  has  mandated  a  reorganization  oi  the  State 
Department  to  reflect  tne  greater  priority  we  are  giving  to  population  as  a  major 
international  issue.  These  are  steps  in  the  right  direction;  however,  much  more 
needs  to  be  done  to  address  this  important  issue  of  population  stabilization.  The  leg- 
islation we  introduced  last  year  will  serve  as  the  focal  point  for  U.S.  policy  on  popu- 
lation assistance  to  foreign  governments  and  private  organizations  working  to  im- 
prove the  quality  of  human  life  and  halt  the  degradation  of  the  environment  caused 
by  overpopulation  of  this  planet. 

Of  all  tne  challenges  facing  us  in  this  country  and  around  the  world,  none  com- 
pares to  that  of  increasing  population  growth.  All  of  our  efforts  to  protect  the  envi- 
ronment and  to  promote  economic  development  around  the  world  are  compromised 
by  the  staggering  rate  of  growth  in  our  world's  population.  There  are  currently  5.4 
billion  people  on  the  Earth.  In  1950,  there  were  only  2.5  billion.  If  current  birth  and 
death  rates  continue,  the  world's  population  will  double  again  in  just  40  years.  De- 
spite some  progress  in  reducing  fertility  rates,  birthrates  in  developing  countries  are 
declining  too  slowly  to  prevent  a  cataclysmic  near  tripling  of  the  human  race  before 
stabilization  can  occur. 

It  does  indeed  seem  frivolous  to  me  that  we  worry  so  much  about  bovine  expul- 
sions of  methane  gas  and  fertilizer  contents  when  we  have  not  even  begun  to  con- 
sider the  far  more  urgent  and  fundamental  problem  of  how  many  footprints  this 
Earth  can  accommodate.  Every  year  over  95  million  people — about  the  population 
of  the  entire  country  of  Mexico — are  added  to  the  world's  population.  Every  month 
the  equivalent  of  another  Los  Angeles  is  added. 

I  have  always  been  concerned  about  the  environmental  impact  on  this  planet  from 
the  continued  growth  in  population.  However,  there  are  many  pressing  reasons  be- 
yond a  concern  for  the  environment  for  the  United  States  to  take  a  renewed  interest 
in  global  population  issues.  Unchecked  population  growth  has  and  will  continue  to 
have  direct  consequences  for  the  global  economy  and  the  international  standards  of 
living.  Rapid  population  growth  impedes  worldwide  economic  progress  by  keeping 
people  in  many  countries  too  poor  to  buy  more  than  basic  necessities.  For  example, 
95  percent  of  the  world  population  growth  is  taking  place  in  the  less-developed  coun- 
tries of  Africa,  Asia  and  Latin  America  where  it  aggravates  widespread  poverty  as 
well  as  rapid  environmental  degradation. 

There  is  a  real  need  throughout  much  of  the  developing  world  for  access  to  family 
planning  services,  especially  to  safe  abortions.  Women  in  these  countries  are  des- 
perately seeking  ways  to  take  control  of  their  reproductive  lives  and  cannot  do  so 
because  there  is  a  severe  lack  of  access  to  such  services.  Currently,  about  375  mil- 
lion married  women  in  developing  countries  are  using  family  planning,  but  at  least 
120  million  more — 1  in  5  outsioe  of  China — are  not  using  family  planning  even 
though  they  may  want  to  avoid  becoming  pregnant.  The  World  Fertility  Study 
shows  that  the  growing  use  of  effective  family  planning  methods  is  a  major  reason 
that  fertility  rate  declines  have  been  so  rapid  in  the  past  several  years  for  some  de- 
veloping countries.  We  need  to  ensure  that  couples  and  individuals  have  the  ability 
to  exercise  their  right  and  choice  to  determine  freely  and  responsibly  the  size  of 
their  families  by  promoting  access  to  the  full  range  of  quality  family  planning  serv- 
ices and  also  to  reproductive  health  care  in  general. 

In  addition,  any  comprehensive  family  planning  initiative  must  include  access  to 

frimary  health  care  with  an  emphasis  on  child  survival  to  reduce  infant  mortality, 
n  many  developing  countries,  parents  have  a  perception  that  many  of  their  children 
will  not  survive  beyond  their  first  birthdays.  Ii  these  parents'  fears  are  allayed,  they 
will  not  feel  pressure  to  have  more  children  than  they  actually  desire  in  order  to 
insure  against  the  possible  loss  of  one  or  more  of  their  children  before  adulthood. 
Finally,  women  across  the  world  should  be  empowered  so  that  they  have  the  op- 

fortunity  to  become  equal  partners  with  men  in  the  development  of  their  societies, 
n  societies  in  which  women  are  accepted  in  the  work  force  and  alternatives  to  child- 
bearing  exist,  it  has  been  shown  that  fertility  rates  usually  decline.  This  has  been 
the  case  in  industrialized  countries,  and  in  countries  such  as  Brazil,  Mexico,  Thai- 
land and.  South  Korea.  In  addition,  in  societies  that  deny  women  equal  rights, 
women  are  also  often  denied  an  equal  say  in  family  decisions  concerning  family 
planning,  pregnancy  and  child-raising.  Since  women  bear  the  primary  burden  of 
pregnancy  and  child-rearing,  it  is  reasonable  to  believe  that  if  given  a  fuller  choice, 
some  women  might  choose  to  delay  or  avoid  future  pregnancies.  In  this  way  promot- 
ing educational  opportunities  for  women  and  improving  the  status  and  rights  of 
women  could  lead  to  a  reduction  in  fertility. 

This  is  why  for  all  of  these  pressing  reasons,  I  joined  last  year  with  my  friend 
and  colleague   from  New  Mexico,  Senator  Bingaman,  in   introducing  the  "Inter- 
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national  Population  Stabilization  and  Reproductive  Health  Act."  It  is  our  aim  to  call 
attention  to  global  population  stabilization,  to  give  it  focus  and  to  make  it  a  vital 
part  of  U.S.  foreign  aid  and  development  assistance  programs.  This  legislation  calls 
for  the  United  States  to  resume  its  position  of  moral  leadership  in  global  efforts  to 
achieve  responsible  and  sustainable  population  levels,  and  to  back  that  leadership 
up  with  specific  commitments  to  population  planning  activities. 

I  trust  that  with  the  Administration's  renewed  commitment  to  population  sta- 
bilization, we  can  move  forward  on  this  important  issue  that  is  so  very  vital  to  every 
human  being  on  this  planet.  We  are  ready  in  the  Senate  to  mold  this  bill  into  some- 
thing that  can  achieve  the  support  of  a  majority  of  Members.  We  need  to  begin  to 
make  much-needed  policy  changes  in  international  population  stabilization,  and  the 
United  States  needs  to  take  this  lead  to  ensure  that  these  new  policy  developments 
are  recognized  worldwide.  This  one  is  long  overdue. 


Senators  Jeff  Bingaman  and  Alan  Simpson  Summary  of  S.  1096:  International 
Population  Stabilization  and  Reproductive  Health  Act 

The  "International  Population  Stabilization  and  Reproductive  Health  Act"  lays  the 
foundation  for  focussing  U.S.  foreign  policy  on  a  coordinated  strategy  that  will:  help 
achieve  world  population  stabilization;  encourage  global  economic  development  and 
self-determination;  and  improve  the  health  and  well-being  of  women  and  their  chil- 
dren. 

S.  1096  recognizes  that  worldwide  efforts  to  alleviate  poverty,  stabilize  population, 
and  secure  the  environment  have  been  significantly  undermined  by  the  lack  of  at- 
tention to  women's  reproductive  health  and  the  role  of  women  in  the  economic  devel- 
opment of  their  families,  their  communities,  and  their  countries. 

1.  POLICY  AND  PURPOSE 

To  help  stabilize  the  world's  population,  improve  the  health  and  well-being  of  fam- 
ilies, provide  greater  self-determination  for  women,  and  protect  the  global  environ- 
ment, the  Act  states  that  key  objectives  of  U.S.  foreign  policy  will  be  to: 

•  assist  in  the  worldwide  effort  to  achieve  universal  access  to  family  planning; 

•  promote  access  to  quality  reproductive  health  care  for  women  and  primary 
health  care  for  their  chiMren;  and 

•  support  the  global  expansion  of  basic  literacy,  education,  and  economic  devel- 
opment opportunities  for  women. 

To  promote  these  objectives,  the  Act  sets  expenditure  targets  for  population  assist- 
ance: 

•  Global  Target  (total  of  domestic  and  international  sources):  $11  ,000,000,000 
by  the  year  2000; 

•  U.S.  Target:  $1,400,000,000  by  the  year  2000. 

•  In  addition,  new  funding  authorization  levels  are  set  for  development  and  eco- 
nomic assistance  programs  and  maternal  and  child  health  programs. 

2.  U.S.  POPULATION  ASSISTANCE  PROGRAMS 

U.S.  population  assistance  will  be  available  to  international  governments;  multi- 
lateral organizations,  including  the  United  Nations  and  the  UN  Population  Fund; 
and  nongovernmental  organizations. 

Assistance  is  authorized  to  support: 

•  affordable,  culturally-competent,  and  voluntary  family  planning  and  reproduc- 
tive health  services  and  educational  outreach  efforts,  particialarly  those  de- 
signed, monitored,  and  evaluated  by  women  and  men  from  the  local  commu- 
nity; 

•  research  on  new,  improved,  and  lower-cost  fertility  regulation  options  and  re- 
lated disease  control  for  women  and  men,  particularly  those  emphasizing  the 
individual  user's  perspective  and  goals; 

•  research  on  programs  to  provide  effective  family  planning  education  and  eval- 
uation that  is  culturally  and  gender  competent  in  meeting  the  individual 
user's  goals  and  programs;  and 

•  efforts  to  create  greater  awareness  worldwide  on  reproductive  health  issues 
and  the  consequences  of  continued  world  population  growth. 

Some  conditions  wiU  be  imposed  on  eligioility  for  support: 

•  the  largest  share  of  U.S.  population  assistance  will  be  made  available  through 
nongovernmental  organizations; 

•  assistance  priority  will  be  given  to  countries  that  account  for  a  significant 
portion  of  the  world's  population  growth;  have  significant  unmet  needs  in  the 
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delivery  of  family  planning  services;  or  are  committed  to  population  stabiliza- 
tion through  the  expansion  of  reproductive  choice; 

•  programs  receiving  support  cannot  deny  services  based  on  an  individual's 
ability  to  pay; 

•  no  U.S.  funds  may  be  used  to  coerce  any  person  to  accept  any  method  of  fer- 
tility regulation  or  undergo  contraceptive  sterilization  or  involuntary  abortion. 

3.  ECONOMIC  AND  SOCIAL  DEVELOPMENT  ASSISTANCE 

U.S.  development  assistance  will  be  available  to  help  improve  educational  and 
economic  opportunities  for  girls  and  women  and  improve  the  health  status  of  women 
and  their  cnildren. 

•  Education:  Priority  assistance  will  be  available  to  countries  that  have  adopted 
Year  2000  goals  and  strategies  aimed  at  closing  the  literacy  and  basic  education 
gaps  between  the  nation's  men  and  women. 

•  Economic  Productivity:  Priority  assistance  will  be  available  to  governments 
and  nongovernmental  organizations  for  programs  that  help  women  increase 
their  productivity  through  vocational  training  and  access  to  new  technologies, 
extension  services,  credit  programs,  and  child  care. 

•  Women's  Health:  Priority  assistance  will  also  be  available  for  programs  that 
increase  the  access  of  girls  and  women  to  comprehensive  reproductive  health 
care  services. 

•  Children's  Health:  Priority  assistance  will  be  available  to  nongovernmental 
programs  that  are  aimed  at  reducing  malnutrition,  increasing  immunization 
rates,  and  reducing  the  number  of  childhood  deaths  resulting  from  diarrheal 
diseases  and  respiratory  infections. 

The  Act  also  establishes  the  Safe  Motherhood  Initiative,  which  is  Sf)ecifically  in- 
tended to  help  girls  and  women  gain  access  to  comprehensive  reproductive  health 
care,  including: 

•  prenatal  care  and  high-risk  screening; 

•  supplemental  food  programs  for  pregnant  and  nursing  women; 

•  prevention  and  treatment  of  sexually-transmitted  diseases,  including  AIDS; 
and 

•  midwifery  and  traditional  birth  attendants. 

4.  REPORTS 

•  Annual  Report:  To  assess  progress  toward  the  Act's  objectives  and  expendi- 
ture targets,  an  annual  report  will  be  submitted  to  the  Congress  on  world  progress 
toward  population  stabilization  and  universal  reproductive  choice.  The  report  will 
estimate  international  population  assistance  by  government,  donor  agencies,  and 
private  sector  entities;  ana  analyze  population  trends  by  country  and  region. 

•  Expenditure  Target  Report:  To  determine  expenditure  targets  for  economic 
and  social  development  activities,  the  President  will  prepare  a  report  which: 

•  estimates  the  resources  needed,  in  total  and  by  entity,  to  achieve  the  edu- 
cation, productivity,  and  health  initiatives  described  above; 

•  identifies  legal,  social,  and  economic  barriers  to  women's  self-determination 
and  to  improvements  in  the  economic  productivity  of  women; 

•  describes  existing  initiatives  aimed  at  increasing  the  women's  access  to  edu- 
cation, credit,  and  child  care  and  new  technologies  for  development;  and 

•  describes  the  causes  of  mortality  and  morbidity  among  women  of  childbearing 
age  around  the  world  and  identifies  the  actions  and  resources  need  to  reduce 
such  mortality  and  morbidity. 

•  Report  on  Discrimination:  Each  annual  country  human  rights  report  will  in- 
clude information  on  patterns  within  a  country  of  discrimination  against  women  in 
inheritance  laws,  property  rights,  family  law,  and  access  to  credit,  technology,  em- 
ployment, education,  and  vocational  training. 

5.  AUTHORIZATION  OF  APPROPRIATIONS 

For  section  104(g)(1)  of  the  Foreign  Assistance  Act  of  1961: 

•  $725  million  is  authorized  for  fiscal  year  1994;  $800  million  for  fy  1995. 
For  activities  under  development  and  economic  assistance: 

•  $350  million  of  the  amount  reserved  for  education  for  fy  1994  and  fy  1995 
will  support  efforts  to  equalize  male/female  enrollment  in  primary  and  sec- 
ondary schools; 

•  $405  million  for  fy  1994  and  $490  million  for  fy  1995  will  be  available 
through  the  Child  Survival  Fund  for  child  survival  activities,  including  immu- 
nization and  vaccines  initiatives; 
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•  $100  million  is  authorized  for  fy  1994  and  fy  1995  for  the  Safe  Motherhood 
Initiative. 
In  addition,  the  Act  authorizes  the  AIDS  Prevention  and  Control  Fund  for  re- 
search, treatment,  and  prevention  of  AIDS.  For  fy  1994,  $100  million  is  authorized 
for  the  Fund;  $165  million  is  authorized  for  fy  1995.  Similar  funding  has  been  ap- 
propriated annually  by  the  Congress  since  1986. 

Senator  Sarbanes.  Thank  you  gentlemen,  both  of  you,  for  your 
very  thoughtful  statements.  I  have  no  questions. 

Senator  Kassebaum? 

Senator  Kassebaum.  Really,  neither  do  I,  Mr.  Chairman,  other 
than  to  say  I  think  as  both  of  you  know  I  have  been  a  long-time 
supporter  of  population  assistance  programs  but  I  have  also  been 
a  long-time  opponent  of  earmarking  in  the  Foreign  Aid  Program. 
And  of  course,  as  much  as  I  think  tnis  is  a  focus  in  a  very  impor- 
tant direction,  I  feel  I  would  be  less  than  honest  if  I  did  not  say 
I  am  disappointed  to  see  more  earmarks  surface  as  we  are  trying 
with  foreign  aid  reform  to  reduce  earmarks. 

Maybe  we  can  work  together  to  get  around  earmarking  and  still 
address  the  concerns  which  I  think  are  very  wisely  stated  by  both 
of  you. 

Senator  Simpson.  I  certainly  look  forward  to  that. 

Senator  Sarbanes.  Thank  you.  Thank  you  gentlemen,  very 
much.  We  look  forward  to  working  with  you  on  this  very  important 
issue. 

Senator  Bingaman.  Thank  you  very  much. 

Senator  Simpson.  Thank  you  very  much,  both  of  you. 

Senator  Sarbanes.  We  will  now  proceed  with  our  first  panel 
which  will  address  the  issues  of  sustainable  development  and  hu- 
manitarian assistance,  titles  I  and  IV  of  the  bill,  respectively.  The 
panel  consists  of  Carol  Capps,  John  Sewell,  Richard  Bissell,  and 
Andrew  Natsios.  Ladies  and  gentlemen,  if  you  would  come  forward 
and  take  your  seats  we  would  appreciate  it. 

These  are  the  areas  of  the  submitted  legislation  over  which  the 
Agency  for  International  Development  will  have  primary  jurisdic- 
tion and  which  the  private  voluntary  organizations  and  nongovern- 
mental organizations,  the  NGO's,  have  been  most  intimately  in- 
volved. 

I  want  to  note  for  the  record  that  the  InterAction  coalition,  which 
is  being  represented  here  this  morning  by  Carol  Capps,  has  done 
an  excellent  job  of  pulling  together  broad  and  diverse  groups  of  or- 
ganizations to  make  joint,  coordinated,  and  indeed  very  detailed 
recommendations  about  the  bill.  In  fact,  the  document  they  pre- 
pared on  the  administration's  November  22  discussion  draft  was 
really,  I  think,  a  very  constructive  contribution.  It  was  over  50 
pages  long.  It  was  remarkable  not  just  for  the  attention  to  the  de- 
tail but  for  the  effort  that  it  must  have  taken  to  get  nearly  40  orga- 
nizations to  participate  and  reach  a  general  consensus.  Many  of 
those  recommendations  were,  in  fact,  adopted  in  the  administra- 
tion's final  proposal.  Others  may,  in  fact,  be  adopted  here.  So  I 
want  to  commend  the  InterAction  coalition  for  its  efforts. 

Alongside  Ms.  Capps  we  have  John  Sewell,  president  of  the  Over- 
seas Development  Council,  who  has  been  extensively  involved  in 
reviewing  the  administration's  proposal  and  coordinating  discus- 
sions of  it;  Richard  Bissell,  a  former  Assistant  Administrator  at 
AID,  and  now  visiting  fellow  at  the  Overseas  Development  Council, 
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whose  testimony  we  had  the  benefit  of  last  year;  and  Andrew 
Natsios,  former  Assistant  AID  Administrator  for  Food  and  Human- 
itarian Assistance,  and  currently  the  executive  director  of  World 
Vision. 

Now,  we  will  include  your  full  statements  in  the  record.  We 
would  hope  you  could  summarize  them  in  opening  statements  of  5 
to  8  minutes.  Also,  we  appreciate  that  a  lot  of  work  has  gone  into 
preparing  for  this  occasion,  and  we  certainly  want  to  hear  you  out. 

With  that,  we  will  start  with  Ms.  Capps  and  just  move  right 
straight  across  the  panel  to  Messrs.  Sewell,  Bissell,  and  Natsios. 
We  would  be  happy  to  hear  from  you,  Carol. 

STATEMENT  OF  CAROL  CAPPS,  DIRECTOR,  OFFICE  ON  DEVEL- 
OPMENT POLICY,  CHURCH  WORLD  SERVICE/LUTHERAN 
WORLD  RELIEF,  WASHINGTON,  DC 

Ms.  Capfs.  Thank  you,  Mr.  Chairman,  for  your  comments.  Our 
coalition  is  indeed  pleased  that  some  of  our  recommendations,  espe- 
cially those  related  to  title  I,  sustainable  development,  were  incor- 
porated in  the  administration's  draft  bill  that  has  come  to  the  Hill. 
We  were  also  pleased  that  the  bill  does  prohibit  transfers  from  de- 
velopment assistance  to  other  accounts  and  we  were  pleased  that 
separate  authorization  of  military-related  funds  is  required. 

There  are  still  a  number  of  areas,  however,  where  we  feel  the  aid 
reform  draft  needs  improvement.  We  agree  wholeheartedly  that 
aid's  central  mission  should  be  to  promote  sustainable  develop- 
ment through  a  process  that  is  participatory  and  equitable,  and 
that  recognizes  and  supports  the  important  role  of  women  in  their 
communities  and  nations  as  a  cross-cutting  issue.  We  do  believe, 
however,  that  the  language  relating  to  women's  roles  needs  to  be 
strengthened,  and  in  particular  we  propose  that  language  recogniz- 
ing women's  roles  in  development  and  calling  for  women's 
empowerment  be  added  in  the  opening  policy  language  to  the  bill. 

More  basic  still  from  our  perspective,  a  major  flaw  of  H.R.  3765 
is  its  failure  to  link  a  sustainable  development  objective  to  other 
chapters  and  titles  of  the  bill,  for  example,  those  relating  to  East- 
ern Europe  and  the  former  Soviet  Union.  We  hope  the  committee 
will  find  a  way  to  weave  the  sustainable  development  theme  more 
fully  throughout  the  bill.  Unless  other  programs  are  also  required 
to  meet  sustainable  development  criteria,  or  at  the  very  least  not 
undermine  them,  U.S.  assistance  could  work  at  cross-purposes  and 
fall  far  short  of  promoting  sustainable  development. 

Similarly,  we  believe  environmental  impact  assessment  should  be 
required  for  all  titles,  not  just  title  I,  with  the  exception  of  title  IV, 
of  course,  disaster  assistance,  which  requires  a  rapid  response. 

In  this  connection,  we  believe  some  way  needs  to  be  found,  per- 
haps through  an  interagency  coordinating  mechanism,  to  ensure 
that  aid's  voice  is  heard  in  formulating  and  monitoring  all  U.S. 
foreign  assistance  policy,  especially  that  relating  to  the  inter- 
national financial  institutions.  Our  overseas  partners  constantly 
ask  us  to  do  what  we  can  through  the  U.S.  voice  in  those  institu- 
tions to  challenge  and  modify  structural  adjustment  policies  so  that 
they  will  be  more  propoor  rather  than  serve  to  widen  the  gap  be- 
tween rich  and  poor  as  they  currently  so  often  do.  We  believe  AlD's 
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strong  sustainable  development  perspective  is  essential  in  U.S.  pol- 
icy debates  on  the  international  financial  institutions. 

We  also  encourage  you  to  define  somewhat  more  specifically  the 
types  of  activities  that  would  comprise  the  sustainable  development 
agenda  such  as  primary  health  care,  education,  food  security,  child 
survival.  If  you  do  so,  that  would  make  your  monitoring  and  over- 
sight and  ours  much  easier.  And  we  propose  amendment  of  the 
microenterprise  section  to  create  a  centrally  managed  fund  that 
would  channel  more  money  through  PVO's  and  NGCTs  as  a  way  of 
increasing  access  of  poor  people,  especially  women,  and  grassroots 
groups  to  microenterprise  resources.  We  also  join  a  number  of  other 
voices  in  urging  separate  authorization  of  the  Development  Fund 
for  Africa. 

I  would  now  like  to  comment  a  bit  on  title  II  and  title  IV.  We 
view  those  as  closely  linked.  But  as  currently  written,  title  II  is  pri- 
marily a  depository  for  the  Eastern  Europe  and  former  Soviet 
Union  programs  and  has  very  little  to  say  about  another  extremely 
important  group  of  countries  in  transition;  namely,  countries 
emerging  from  conflict,  many  of  whose  needs  differ  widely  from 
those  in  the  former  Communist  countries. 

We  have  proposed  in  our  earlier  recommendations  specific  lan- 
guage concerning  the  types  of  activities  that  respond  to  needs  in 
countries  emerging  from  conflict.  For  example,  demining,  demobi- 
lizing and  reintegrating  ex-combatants  into  civil  society,  short-term 
public  works  initiatives  to  generate  employment  and  rebuild  infra- 
structure, assistance  for  judicial  reform  and  human  rights  monitor- 
ing, organizing  and  monitoring  electoral  processes,  strengthening 
indigenous  nongovernmental  and  civic  organizations.  We  strongly 
urge  that  this  expanded  language  on  responding  to  needs  in  coun- 
tries emerging  from  conflict  be  added  to  title  II. 

Also,  we  are  somewhat  puzzled  by  the  placement  of  section  4202 
reconstruction,  in  title  IV,  as  it  seems  to  us  it  might  more  logically 
be  placed  in  title  II.  We  understand  this  provision  refers  to  AID  s 
program  for  countries  in  transition,  whose  functions  are  barely 
mentioned  in  the  bill.  The  activities  I  have  just  described  as  needed 
in  countries  emerging  from  conflict  are  those  that  seem  appropriate 
to  the  functions  of  this  office  of  AID,  We  therefore  propose  that  our 
suggested  language  be  used  to  expand  section  4202  and,  as  noted, 
that  function  be  moved  to  title  II. 

We  have  several  additional  comments  relating  to  Title  IV:  Hu- 
manitarian Assistance.  We  would  like  to  see  a  statement  of  prin- 
ciples included,  the  principle  of  impartiality  in  dispensing  such  aid, 
for  instance.  And  we  would  also  like  to  see  greater  recognition  of 
the  important  role  of  private  voluntary  organizations  in  implement- 
ing disaster  assistance  programs.  Also,  on  the  basis  of  the  maxim 
that  if  it  is  not  broken  do  not  fix  it,  we  would  hope  to  see  current 
law,  the  Migration  and  Refugee  Assistance  Act  of  1962,  main- 
tained, not  repealed,  and  a  brief  statement  of  findings  replace  sec- 
tions 4101  and  4102  in  the  administration's  proposed  draft  on  refu- 
gees. 

In  closing,  I  would  like  to  highlight  two  additional  important  is- 
sues that  speakers  on  a  later  panel  will  address,  human  rights  and 
demilitarization.  Our  advocacy  subcommittee  has  reviewed  the  tes- 
timony of  the  Coalition  on  Human  Rights  and  we  endorse  those 
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recommendations.  We  also  draw  your  attention  to  the  Code  of  Con- 
duct on  Arms  Sales  that  will  be  discussed  by  a  future  speaker.  We 
do  believe  that  finding  ways  of  restraining  weapons  sales  and 
weapons  transfers,  as  well  as  military  assistance  to  repressive  re- 
gimes, is  essential  and  that  failure  to  do  so  jeopardizes  both  democ- 
racy building  and  sustainable  development  initiatives. 

Thank  you,  Mr.  Chairman.  We  stand  ready  to  assist  in  any  way 
we  can  in  crafting  foreign  aid  reform  legislation  that  can  gain  wide- 
spread support  from  our  organizations  and  from  our  constituencies. 

[The  prepared  statement  of  Ms.  Capps  follows:] 

Prepared  Statement  of  Ms.  Capps 

Mr.  Chairman  and  members  of  the  Committee,  thank  you  for  asking  me  here  to 
represent  InterAction.  I  am  Director  of  the  OITice  of  Development  Policy  for  Church 
World  Service  and  Lutheran  World  Relief,  but  today  I  am  wearing  the  hat  of  Chair- 
person of  the  Advocacy  Subcommittee  of  InterAction.  InterAction  is  a  coalition  of 
153  U.S. -based  international  relief,  development,  environmental,  population,  refu- 
gee, and  advocacy  agencies  dedicated  to  humanitarian  assistance  and  sustainable 
development,  and  the  two  agencies  I  work  for  are  members  of  this  coalition. 

InterAction's  153  members  represent  millions  of  Americans  who  show  their  sup- 
port for  international  sustainable  development  and  humanitarian  assistance  activi- 
ties in  a  direct  and  compelling  manner:  they  donate  their  hard-earned  dollars  to 
support  our  organizations  and  they  volunteer  their  time  and  talents.  This  is  a  trib- 
ute to  the  generosity  of  Americans,  and  their  recognition  of  the  continuing  impor- 
tance of  the  work  done  by  our  members  around  the  world. 

We  do  not  share  the  view  of  some  who  have  suggested  that  Americans  are  in  an 
isolationist  mood.  In  fact,  we  have  seen  recent  polling  data  revealing  that  Ameri- 
cans— by  a  margin  of  4  to  1 — understand  that  we  must  remain  engaged  with  the 
rest  of  the  world. 

Foreign  assistance  reform  in  the  Post  Cold  War  era  is  necessary  and  important. 
Whether  the  issue  is  urgent  humanitarian  response  to  victims  of  disaster,  crises  of 
refugees  and  displaced  people;  continuing  our  investments  in  child  survival,  wom- 
en's nealth,  education,  microenterprise  credit,  nutrition  programs,  sustainable  agri- 
culture, and  other  development  programs;  or  responding  to  the  global  agenda  of  en- 
vironmental and  population  challenges,  the  United  States  has  an  unassailable  inter- 
est in  working  towards  a  stable,  sustainable  world  of  healthy,  well-educated  people, 
living  in  democratic  societies,  fully  able  to  engage  in  the  "pursuit  of  happiness." 

InterAction  endorsed  the  need  for  comprehensive  foreign  assistance  reform  in  De- 
cember 1992  when  we  stated  that  "a  rewrite  is  needed  to  restore  the  credibility  of 
U.S.  bilateral  assistance  by  giving  a  renewed  sense  of  mission  to  U.S.  development 
efforts."  The  enactment  of  new  foreign  assistance  legislation  will  provide  a  clear,  fo- 
cussed  mission  for  the  Agency  for  International  Development:  the  promotion  of  sus- 
tainable development  and  provision  of  humanitarian  assistance  in  response  to  disas- 
ters. This  twin  focus  was  lost  as  foreign  assistance  legislation  became  increasingly 
encumbered.  This  clarified  mission  will  help  the  present  AID  Administrator  and  his 
strong  team  in  the  critical  effort  to  reinvigorate  the  demoralized  personnel  of  AID. 

Beginning  in  November  1993,  InterAction  coordinated  the  preparation  of  a  series 
of  comments  from  nongovernmental  organizations  on  the  Administration's  foreign 
aid  reform  discussion  draft  of  November  22,  1993.  Some  of  the  groups  are  members 
of  our  coalition,  others  are  not;  all  participated  in  a  process  led  oy  InterAction's  Ad- 
vocacy Subcommittee  which  produced  a  lengthy  and  detailed  review  document. 

Our  final  document  was  provided  to  administration  officials,  your  staff,  and  many 
others  on  Capitol  Hill.  The  Clinton  Administration  proved  itself  open  to  our  com- 
ments; many  were  incorporated  into  the  final  text  of  H.R.  3765,  particularly  our 
comments  related  to  Title  I.  We  appreciate  that  consideration,  and  tne  efforts  of  the 
administration  to  keep  us  fully  informed  during  the  process.  We  believe  the  pro- 
posed legislation  provides  a  solid,  constructive  foundation  for  genuine  foreign  aid  re- 
form. 

The  remainder  of  my  statement  is  devoted  to  suggestions  for  improvements  in 
H.R.  3765. 

H.R.  3765 

We  are  pleased  by  improvements  already  made  in  Title  I,  Sustainable  Develop- 
ment, since  the  November  draft,  especially  the  decision  to  protect  funds  allocated 
for  Title  I  from  transfers  to  other  accounts.  We  appreciate  the  recognition  that  sus- 
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tainable  development  programs  must  address  not  only  population  growth  and  envi- 
ronmental degradation  but  also  hunger  and  poverty.  We  are  pleased  to  see  language 
recognizing  the  central  role  that  NGOs  play  in  the  design  and  implementation  of 
sustainable  development  programs.  We  are  delighted  that  the  concepts  of  participa- 
tion and  sustainability  originally  enshrined  in  the  Development  Fund  for  Africa  will 
be  integrated  throughout  the  Sustainable  Development  section.  We  appreciate  the 
strong  language  relating  to  PVO's  in  H.R.  3765,  particularly  in  Section  1103,  "Vol- 
untary Cooperation  in  Development." 

However,  we  believe  that  further  improvements  in  the  legislation  are  warranted, 
and  we  olTer  the  following  recommendations: 

Ensure    That    Sustainable    Development    Goals    and    Standards    Are    Consistent 
Throughout  the  Legislation 

We  believe  that  sustainable  development  should  be  a  unifying  theme  or  objective 
of  the  entire  bill,  not  limited  to  Title  I.  Our  December  critique  proposes  specific  lan- 
guage, section  by  section,  on  how  to  weave  the  sustainable  development  objectives 
into  the  programs  covered  under  other  titles.  That  language  has  not  been  incor- 
porated into  the  other  titles.  Unless  other  programs  are  also  required  to  meet  sus- 
tainable development  criteria,  or  at  the  very  least  not  undermine  them,  U.S.  assist- 
ance could  work  at  cross  purposes  and  the  sustainable  development  approach  articu- 
lated by  the  Agency  for  International  Development  could  be  thwarted  by  other  ini- 
tiatives. 

Similarly,  we  urge  that  the  evaluation  and  accountability  procedures  for  programs 
in  Title  I  be  expanded  to  cover  the  entire  bill,  including  environmental  impact  as- 
sessments except  for  disaster  assistance.  This  exemption  is  based  on  the  need  for 
urgent  action  in  the  case  of  emergencies. 

Add  Language  in  the  Spirit  of  the  Percy  Amendment  to  the  Overall  Statement 
of  Policy 

Few  would  disagree  that  development  strategies  must  acknowledge  and  enhance 
the  critical  contributions  that  women  make  to  their  national  economies.  For  this 
reason,  we  appreciate  the  fact  that  this  issue  is  recognized  as  a  cross-cutting  compo- 
nent of  the  sustainable  development  section  of  the  bill.  However,  are  concerned  that 
women's  language  transcend  the  bill  and  be  strong  and  definitive. 

Twenty  years  ago  Congress,  with  the  leadership  of  Senator  Charles  Percy,  passed 
what  has  become  known  as  the  "Percy  Amendment",  mandating  that  special  atten- 
tion be  given  to  development  projects  aimed  at  better  integrating  women  into  na- 
tional economies,  thus  improving  their  status  and  enhancing  the  total  development 
program.  A  recent  GAO  review  of  efforts  made  by  AID  and  the  State  Department 
to  meet  these  mandates  concluded  that  AID  has  only  made  marginal  progress  to- 
ward analyzing  and  incorporating  gender  in  its  policies  and  programs,  and  that  the 
State  Department,  for  the  most  part,  has  failed  to  provide  strong  leadership  in  pro- 
moting gender  issues  at  the  United  Nations  and  in  other  international  fora. 

We  ask  that  the  Conrunittee  incorporate  a  strong  provision,  in  the  spirit  of  the 
Percy  Amendment,  in  the  overall  policy  statement  of  the  foreign  aid  reform  bill. 
This  policy  language  should  apply  to  more  than  just  Title  I,  but  to  other  areas  of 
the  bill  such  as  the  language  authorizing  programs  in  the  former  Soviet  Union  and 
Eastern  Europe.  For  this  purpose  we  would  submit  the  following  for  consideration 
in  Section  3,  Statement  of  Policy: 

"A  central  goal  of  U.S.  international  assistance  is  the  economic,  political  and 
social  empowerment  of  women.  Recognizing  women's  contributions  and  incor- 
porating women  into  all  aspects  of  the  development  process  is  essential  to  the 
successful  achievement  of  global  development,  peace  and  prosperity. 

Add  Speciftcily  to  Sustainable  Development  Programs 

In  our  comments,  wc  suggested  that  Title  I  also  highlight  the  specific  activities, 
such  as  primary  health  care,  education,  nutrition,  food  security,  and  sustainable  ag- 
riculture, that  would  be  considered  part  of  a  sustainable  development  agenda.  The 
draft,  while  improved,  requires  additional  descriptive  information  concerning  the 
types  of  activities  that  would  be  undertaken  to  promote  sustainable  development. 
As  Members  of  this  Committee  have  rightly  pointed  out,  "sustainable  development" 
is  a  difficult  term  to  understand.  Further  specificity  would  do  much  to  help  Mem- 
bers of  Congress  and  the  American  people  understand  why  these  programs  are  im- 
portant. 

We  urge  that  the  concept  of  equitable  distribution  of  assets — land  and  income  to 
poor  people,  and  especially  women — be  more  clearly  stated. 
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Strengthen  the  Language  Relating  to  the  IFI's 

The  international  financial  institutions  (IFIs)  have  been  reluctant  to  recognize 
that  some  of  their  programs  have  had  a  deleterious  effect  on  people  in  many  coun- 
tries undergoing  classical  economic  reform.  Moreover,  despite  much  dialogue  by 
Congress,  other  governments  and  the  NGO  community,  they  have  been  very  slow 
to  improve  efforts  at  consultation  and  participation  at  the  local  level  and  reluctant 
to  improve  transparency  in  their  programming. 

We  urge  your  Committee  to  strengthen  the  IFI  language  to  further  the  message 
to  these  institutions  that  they  must  continue  to  reformulate  their  programs  so  that 
they  foster  sustainable  development.  We  suggest  taking  another  look  at  the  lan- 
guage the  NGO  coalition  proposed  for  this  section  as  an  alternative. 

Authorize  a  Separate  Development  Fund  for  Africa 

InterAction  supports  a  separate  authorization  for  the  DFA.  The  severe  poverty  in 
many  African  countries  requires  a  long-term  commitment  dedicated  to  the  principles 
of  sustainable  development.  Historically,  the  United  States  has  demonstrated  this 
commitment  to  Africa,  and  our  community  believes  this  should  continue  to  be  a  cor- 
nerstone of  our  foreign  aid  program.  In  addition,  we  recommend  minor  changes  to 
language  to  recognize  the  needs  of  countries  that  are  recovering  from  conflict  which 
resulted  in  massive  population  displacement  and  refugee  flight. 

We  also  suggest  that  consideration  be  given  to  including  hortatory  language  on 
Central  America  and  Asia  so  that  the  sustainable  development  needs  of  those  re- 
gions are  also  specifically  recognized  in  the  bill. 

Incorporate  a  Fund  for  Microenterprise  Development 

We  commend  the  leadership  of  AID  for  featuring  microenterprise  prominently  in 
its  new  strategic  direction  for  economic  growth.  In  order  for  this  valuable  initiative 
to  succeed,  we  recommend  the  adoption  of  language  establishing  a  centrally  man- 
aged microenterprise  development  fund  within  AID.  In  its  most  recent  report  to 
Congress,  AID  reported  that  it  made  67,000  loans  in  FY91  with  a  budget  of  $110 
million.  87  percent  of  the  loan  capital  was  allocated  to  loans  over  $1,250,  or  five 
times  the  average  loan  size  of  programs  which  focus  on  poor  women.  We  would  like 
to  dramatically  improve  those  numbers.  Grassroots  implementing  agencies  estimate 
that  they  could  make  over  1  million  loans  reaching  the  poor  and  women  with  a  $100 
million  fund. 

The  microenterprise  provisions  which  we  recommend  including  in  the  bill  were 
drafted  last  year  in  consultation  with  25  of  the  leading  PVOs  in  the  field  of 
microenterprise  who  collectively  reach  over  4  million  borrowers.  These  implementing 
agencies  have  recommended  the  creation  of  a  central  fund  as  a  means  to  help  AID 
channel  its  resources  to  poor  people,  especially  women,  more  effectively  through 
grassroots  organizations.  The  fund  would  also  increase  the  access  of  grassroots 
groups  to  training  and  to  best  practice  in  this  rapidly  growing  field. 

TITLE  II— BUILDING  DEMOCRACY 

Distinguish  Between  Democratizing  Countries  and  Those  Emerging  From  Conflict 

Title  II,  Building  Democracy,  fails  to  distinguish  clearly  between  two  very  dif- 
ferent types  of  situations:  countries  making  the  transition  from  communist  societies 
to  democracies  and  free  market  economies,  and  countries  emerging  from  armed  con- 
flict. Title  II  falls  to  emphasize,  in  particular,  the  needs  of  countries  emerging  from 
conflict;  these  needs  include  de-mining  and  the  reintegration  of  the  military  into 
peaceful  society. 

Bridge  the  Gap  Between  Disaster  Assistance  and  Sustainable  Development  in  the 
CIT 

The  language  in  Section  4202  relating  to  reconstruction  does  not  adequately  de- 
fine the  meaning  of  "reconstruction."  We  have  taken  it  to  mean  funding  for  the 
Countries  in  Transition  (CIT)  program.  InterAction  recommends  that  language 
specifying  some  of  the  kinds  of  activities  that  would  fall  into  this  initiative  and  re- 
lating the  program  to  both  disaster  assistance  and  sustainable  development.  Since 
this  initiative  is  designed  to  bridge  the  gap  which  currently  exist  between  these  two 
areas,  the  authorizing  legislation  should  recognize  those  linkages.  In  addition,  the 
language  authorizing  the  expenditure  of  funds  for  reconstruction  may  be  more  ap- 
propriate if  placed  in  Title  II.  This  would  help  to  ensure  that  scarce  funds  for  emer- 
gencies would  not  be  diverted  to  the  Transition  initiative.  Language  prohibiting  the 
military  from  receiving  funds  under  this  Initiative  will  ensure  that  resources  would 
be  directed  toward  strengthening  civil  authority  in  countries  in  transition. 
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TITLE  IV — PROVIDING  HUMANflTARIAN  ASSISTANCE 

Maintain  Current  Law  Regarding  Refugee  Assistance 

With  regard  to  refugee  assistance,  sections  4101  and  4102  authorize  activities  and 
funding  for  assistance  programs  for  refugees  and  displaced  persons  outside  the  Unit- 
ed States,  including  those  who  will  be  admitted  to  the  U.S. 

As  you  know,  InterAction  and  its  member  agencies  have  long  supported  such  pro- 
grams and  continue  to  view  them  as  essential  to  the  humanitarian  and  foreign  pol- 
icy interests  of  the  United  States.  We  are  concerned,  however,  that  in  repealing  the 
Migration  and  Refugee  Assistance  Act  of  1962  and  replacing  it  with  a  new  author- 
ization in  this  bill,  you  are  fixing  something  that  is  not  broken.  While  we  support 
the  concept  of  overhauling  the  Foreign  Assistance  Act  of  1961,  we  believe  that  the 
authorization  of  refugee  assistance  programs  requires  no  change  from  the  status 

Juo.  The  long-standing  and  effective  programs  implemented  by  NGOs  and  the  State 
lepartment's  Bureau  Tor  Refugee  Programs  would  not  be  served  by  a  change  in  this 
regard. 

The  Bureau  for  Refugee  Programs  has  provided  excellent  oversight  and  adminis- 
tration of  these  activities,  ensuring  that  the  human  rights  focus  of  refugee  assist- 
ance is  maintained.  For  that  reason,  we  urge  you  to  refrain  from  rejjealing  the  1962 
Act  and  to  remove  section  4102  from  this  Bill.  In  addition,  we  suggest  limiting  sec- 
tion 4101  to  a  brief  statement  of  findings  regarding  the  continuing  need  for  overseas 
refugee  assistance.  InterAction  stands  ready  to  woric  with  you  and  your  staff  in  the 
development  of  such  language. 

Strengthen  the  Language  on  the  Role  of  PVOs  in  Humanitarian  Assistance 

Section  4001,  the  overall  statement  of  Policy  under  Title  IV  should  include  explicit 
reference  to  the  role  of  private  voluntary  organizations  that  implement  many  of  the 
programs  under  this  title.  While  PVOs  are  mentioned  later  under  disaster  assist- 
ance, the  opening  statement  refers  only  to  bilateral  and  multilateral  programs.  Sec- 
tion 4301,  'Emergency  Food  Assistance"  also  fails  to  mention  PVOs,  although  they 
in  fact  play  a  major,  if  not  dominant  role  in  this  assistance.  Millions  of  Americans 
donate  private  funds  to  PVOs  to  implement  these  humanitarian  programs.  Their 
generosity  and  efforts  should  be  recognized  more  explicitly  in  this  section. 

Include  a  Statement  of  Humanitarian  Principles  to  Govern  Such  Assistance 

Additionally,  Section  4001  should  include  a  statement  of  humanitarian  principles, 
such  as  the  principle  of  impartiality,  which  would  guide  the  allocation  oT  humani- 
tarian assistance  funds  and  the  implementation  of  humanitarian  assistance  pro- 
grams. 

OTHER  ISSUES 

Strengthen  Congressional  Oversight  and  Accountability 

H.R.  3765  as  currently  drafted  gives  the  administration  too  broad  authority  to 
transfer  funds  between  accounts  and  to  waive  restrictions  on  aid  for  reasons  of  "na- 
tional interest"  or  other  purposes,  making  it  difficult  for  Congress  to  hold  the  ad- 
ministration accountable  to  policy  guidelines.  Flexibility  must  oe  balanced  with  ac- 
countability. We  highlight  the  following  issues  in  particular: 

1.  We  recommend  that  no  transfers  be  allowed  into  military  assistance,  as 
consistent  with  current  law. 

2.  We  urge  Congress  to  tighten  the  exemptions  from  restrictions  on  aid.  For 
instance,  we  support  the  language  of  Section  7106  that  permits  aid  through 
non-governmental  organizations  in  countries  to  which  aid  is  otherwise  re- 
stricted. However,  we  believe  both  Sections  7109  and  7201  permit  unwarranted 
exemptions  from  restrictions. 

Section  7109  would  allow  govemment-to-govemment  aid  for  several  categories  of 
development  programs  as  well  as  for  reconstruction.  Section  7201  (a)  and  (c)  further 
broaden  the  exemption  authority  by  allowing  exemption  for  "national  interest"  and 
"benefiting  the  needy."  Exemptions  should  be  allowed  only  for  disaster  and  refugee/ 
displaced  persons  assistance  and  through  nongovernmental  organizations,  as  pro- 
vided in  Section  7106  and  Section  7201  (b),  (d)  and  (e). 

Create  a  Mechanism  to  Coordinate  U.S.  Agencies  Working  on  Foreign  Assistance 
Policy 

H.R.  3765  expresses  the  importance  of  increasing  the  coordination  of  bilateral  and 
multilateral  aid,  and  it  states  that  the  programs  and  economic  reforms  of  the  Inter- 
national Financial  Institutions  should  reinforce  the  goals  of  United  States  sustain- 
able develooment  programs.  However,  the  bill  is  silent  on  how  such  coordination 
could  be  acnieved.  We  recommend  that  a  mechanism  be  included  in  the  bill  that 
would  ensure  a  significant  role  for  AID  in  an  inter-agency  coordinating  process.  AID 
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should  have  a  role  in  formulating  and  monitoring  U.S.  policy  toward  the  IFPs  and 
in  other  areas  touched  upon  in  the  legislation  to  ensure  that  sustainable  develop- 
ment policy  is  not  being  undermined. 

Include  Language  on  U.S.  Leadership  in  International  Sustainable  Development 
Goals 
The  NGO  critique  included  language  calling  upon  the  United  States  to  exercise 
leadership  in  developing  international  commitment  and  cooperation  to  work  toward 
the  sustainable  development  goals  agreed  upon  in  several  international  conferences 
during  the  1990's.  We  urge  that  such  language  be  included  in  the  bill  as  a  way  to 
emphasize  the  global  context  of  sustainable  development  efforts  and  highlight 
agreed-upon  global  goals  by  which  to  measure  success  in  promoting  sustainable  de- 
velopment. 

Ensure  That  AID  Preserve  Its  Mandate  Without  Undue  Interference  From  the 
Department  of  State 
While  we  appreciate  the  positive  working  relationship  between  the  Department  of 
State  and  AID  under  the  current  administration,  we  continue  to  be  concerned  that, 
insofar  as  possible,  legislation  ensure  that  AID  is  able  to  focus  on  its  long-term  pro- 
grams without  undue  interference  from  the  political  concerns  of  the  Department  of 
State.  Legislation  should  give  the  AID  Administrator  clear  control  over  the  design, 
implementation,  and  allocations  for  sustainable  development  programs  under  Title 
I,  and  for  humanitarian  assistance  under  Title  IV,  as  well  as  the  chapters  of  Title 
II  for  which  it  is  determined  to  be  responsible.  Section  8102,  referring  to  the  author- 
ity of  the  Secretary  of  State  should  be  made  consistent  with  current  law. 

Strengthen  the  Human  Rights  Provisions 

Human  rights  are  an  essential  component  of  an  effective  and  just  foreign  assist- 
ance package.  They  are  as  central  to  building  democracies  and  promoting  broad 
based  development  as  any  other  issue  highlighted  in  the  legislation.  We  support  the 
recommendations  of  the  Washington  Coalition  on  Human  Rights  who  have  expertise 
in  this  area.  One  area  of  particular  concern  to  our  community  is  women's  rights  as 
human  rights. 

Restore  the  Debt-for-Development  Language 

The  November  22  discussion  drafl  included  language  in  Section  7113  that  author- 
ized debt-for-development  programs.  The  language  has  since  been  deleted  from  H.R. 
3765.  We  believe  that  this  important  program  should  be  authorized,  and  we  support 
the  language  included  in  the  November  22  draft. 

We  support  the  original  title  of  this  bill,  the  "Peace,  Development,  and  Democracy 
Act  of  1994." 

Mr.  Chairman,  thank  you  again  for  this  opportunity  to  comment  on  the  foreign 
assistance  reform  legislation  before  you. 

Senator  Sarbanes.  Thank  vou  very  much  for  your  very  helpful 
statement.  Next  is  John  Sewell. 

STATEMENT  OF  JOHN  SEWELL,  PRESmENT,  OVERSEAS 
DEVELOPMENT  COUNCIL,  WASHINGTON,  DC 

Mr.  Sewell.  Thank  you  very  much,  Senator,  for  allowing  me  to 
speak.  This  is  a  real  opportunity  for  me.  And  you  have  an  oppor- 
tunity, it  seems  to  me,  to  look  at  this  legislation  which  has  finally 
arrived  on  your  desk  much  later  than  expected.  Much  of  what  I  am 
going  to  say  is  drawn  from  work  at  the  Overseas  Development 
Council,  including,  particularly,  a  series  of  alternative  foreign  aid 
budgets  we  have  put  out  over  the  past  2  years.  In  addition,  I  have 
attached  a  statement  outlining  U.S.  interests  in  the  developing 
world  which  may  help  your  deliberations.  The  views  I  express, 
however,  are  my  own. 

My  written  testimony  covers  seven  points  which  I  hope  will  be 
of  some  help  as  you  look  at  the  draft  legislation.  Let  me  make  a 
few  observations  drawn  from  my  testimony. 

First,  the  legislation,  as  it  now  stands,  is  a  very  commendable  ef- 
fort to  set  out  a  framework  for  a  post-cold  war  foreign  policy  for 
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this  country.  Therefore,  it  is  a  very  useful  opening  to  the  debate 
on  that  subject  which  should  now  take  place.  It  is  not,  however, 
primarily  a  bill  about  development  cooperation,  and  does  not  ade- 
quately reflect  American  interest  in  promoting  sustainable  develop- 
ment. 

I  note  in  my  testimony  that  poverty  alleviation,  which  lies  at  the 
core  of  many  of  these  issues,  is  severely  underemphasized  in  the 
bill.  And  now,  I  see  to  my  astonishment,  that  the  word  "develop- 
ment" itself  has  been  removed  from  the  title  and  replaced  with 
"prosperity." 

One  of  the  main  problems  with  the  legislation  is  that  it  sets  no 
priorities,  either  among  the  titles  or  within  them.  This  is  true  of 
the  sustainable  development  section  which  is  very  rich  in  insights 
about  what  has  been  learned  about  promoting  sustainable  develop- 
ment over  the  years,  and  in  the  democracy  section,  which  is  ex- 
traordinarily weak.  It  is  very  nonspecific  on  what  one  does  to  di- 
rectly promote  democracy.  It  assumes  implicitly  that  a  number  of 
good  things  go  together,  including  economic  growth,  exports,  de- 
mocracy, security,  and  so  on  and  so  forth,  without  ever  testing 
those  ideas.  It  is  not  very  clear  on  what  one  does  directly  to  sup- 
port democracy  through  aid  programs,  and  what  one  does  indi- 
rectly, through  openings  of  the  international  economic  system,  to 
support  those  democracies  that  have  emerged  in  the  last  several 
years. 

Priorities,  and  the  role  of  foreign  aid  in  meeting  those  priorities, 
really  can  only  be  deduced  if  the  draft  legislation  is  looked  at  in 
parallel  with  the  President's  fiscal  year  1995  budget.  The  only  con- 
clusion has  to  be,  and  I  say  this  quite  regrettably,  that  it  looks  like 
business  as  usual. 

Notwithstanding  the  commendable  increases  in  support  for  envi- 
ronment and  population,  the  priorities  reflected  in  this  budget — the 
first  real  Clinton  budget — are  largely  unchanged  from  past  years 
and  past  administrations.  As  far  as  I  can  figure  out  from  the  budg- 
et documents  that  were  submitted  over  half  of  all  the  money  in  the 
categories  of  sustainable  development,  humanitarian  assistance, 
peace,  and  democracy,  go  to  the  Middle  East  and  the  former  Soviet 
Union.  That  is  a  priority,  of  course,  which  in  the  case  of  the  Middle 
East  has  existed  since  the  early  1980's. 

It  is  very  important,  as  we  sit  here  in  1994,  to  be  clear  about  pri- 
orities and  to  make  sure  that  Congress  and  the  administration  are 
in  broad  agreement  on  them.  There  are  three  reasons  for  that. 
First,  we  are  going  to  have  to  make  linkages  and  tradeoffs  across 
the  various  titles  which  concern  our  political  interests,  our  inter- 
ests in  dealing  with  global  issues,  such  as  the  environment,  our 
economic  interests  in  export  promotion,  and  our  very  real  interest 
in  sustainable  development. 

Second,  it  is  important  to  establish  priorities  because  the  busi- 
ness of  development  cooperation  has  changed  dramatically  since 
Congress  last  rewrote  this  legislation.  The  United  States  is  no 
longer  the  largest  aid  donor;  Japan  is.  There  are  now  many  more 
donors  in  the  arena.  Many  countries  do  not  need  foreign  aid  any- 
more. And  in  the  development  field,  policy  and  policy  debate  are 
dominated  by  the  multilateral  development  institutions. 
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Finally,  of  course,  as  I  do  not  have  to  tell  anyone  here,  continued 
budget  stringency  means  it  is  going  to  be  necessary  to  maximize 
the  use  of  our  very  scarce  budgetary  resources.  Therefore,  we 
should  try  and  set  out  two  or  three  priorities  in  the  legislation,  one 
of  which  is  paralleled  by  the  submissions  in  S.  1096  which  you  just 
talked  about  with  the  prior  panelist.  The  draft  legislation  is  par- 
ticularly weak  on  two  crucial  issues:  U.S.  policy  toward  the  Bretton 
Woods  institutions — the  bank,  the  fund,  and  the  original  develop- 
ment banks  which  now,  as  I  said,  do  dominate  the  development  de- 
bate; and  second,  on  the  question  of  who  is  in  charge. 

I  gather  Brian  Atwood  in  his  testimony  has  talked  about  inte- 
grating USAID  into  the  State  Department  and  the  Secretary  of 
State  resuming  his  traditional  role  as  the  coordinator  of  U.S.  for- 
eign policy  issues.  But  any  observer  of  the  role  of  the  State  Depart- 
ment over  the  last  two  or  three  decades,  both  in  its  ability  to  co- 
ordinate other  Cabinet  agencies  and  its  willingness  to  do  so,  will 
question  this  conclusion. 

It  is  extremely  shortsighted  to  ignore  the  budget  issue,  even 
though  the  question  of  budget  issues  may  not  be  within  the  com- 
mittee's direct  jurisdiction.  This  subcommittee  and  the  Senate  For- 
eign Relations  Committee  could  play  an  extraordinarily  important 
role  in  highlighting  what  is  a  growing  paradox.  Our  main  military 
security  interests  in  the  world,  which  clearly  are  peace  in  the  Mid- 
dle East  and  the  transition  of  the  former  Soviet  Union,  are  very 
important.  But  they  can  no  longer  be  addressed  by  military  instru- 
ments. 

As  a  result,  we  are  trying  to  fund  our  security  interests  out  of 
an  increasingly  compressed  nonmilitary  national  affairs  budget, 
while  making  only  very  conservative  reductions  in  the  Defense 
budget  itself  If  that  situation  is  allowed  to  continue,  and  we  do  not 
have  a  new  framework  to  look  at  U.S.  interests  and  balance  off 
military  and  nonmilitary  U.S.  interests  in  the  world,  a  number  of 
our  important  interests  in  the  post-cold  war  world  are  likely  to  be 
in  jeopardy. 

Thank  you  very  much.  I  would  be  happy  to  answer  your  ques- 
tions and  provide  any  assistance  to  you  and  your  colleagues. 

[The  prepared  statement  of  Mr.  Sewell  follows:] 

Prkparkd  Statement  of  Mr.  Sewell 

Thank  you  for  inviting  me  to  appear  before  the  Senate  Subcommittee  on  Inter- 
national Economic  Policy,  Trade,  Oceans  and  Environment  as  you  begin  delibera- 
tions on  "The  Peace,  Prosperity,  and  Democracy  Act  of  1994",  the  Administration's 
proposal  for  reform  of  the  Foreign  Assistance  Act  of  1961.  We  all  agree  that  there 
is  a  clear  and  urgent  need  for  comprehensive  reform  of  the  U.S.  foreign  assistance 
program.  As  they  now  exist,  these  programs  do  not  effectively  promote  this  country's 
international  interests  and  do  not  respond  to  the  long-term  and  short-term  needs 
of  the  developing  world.  The  central  question  therefore  is  the  adequacy  of  the  Ad- 
ministration's proposals. 

In  my  testimony,  I  will  attempt  to  address  both  the  strengths  and  weaknesses  of 
the  proposed  legislation.  Much  of  my  testimony  is  drawn  from  the  work  we  have 
done  at  ODC  in  recent  years,  most  notably  the  series  of  "alternative  international 
affairs  budgets".  It  also  reflects  the  conclusions  contained  in  "Reinventing  Foreign 
Aid:  White  Paper  on  U.S.  Development  Cooperation  in  a  New  Democratic  Era"  pro- 
duced by  The  Independent  Group  on  the  Future  of  U.S.  Development  Cooperation. 
The  views  laid  out  nere  however  are  my  own  and  do  not  necessarily  represent  those 
of  the  Board,  Council  and  staff  of  ODC.  I  have  attached  to  my  testimony  a  paper 
outlining  American  interests  in  the  developing  world  which  appeared  in  ODC's  last 
alternative  budget. 
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THE  STRENGTHS  OF  "THE  PEACE,  PROSPERITY,  AND  DEMOCRACY  ACT  OF  1994" 

Let  me  deal  with  the  strengths  of  the  legislation.  First,  the  administration's  pro- 

f>osed  legislation  is  a  commendable  efTort  to  revise  the  strategic  framework  for  U.S. 
oreign  policy  for  the  post-Cold  War  world.  It  is  important  to  underscore,  therefore, 
that  the  legislation  does  not  just  deal  with  traditional  programs  of  development  co- 
operation. Rather  it  provides  the  beginnings  of  a  comprehensive  framework — cover- 
ing development  humanitarian  programs,  democracy,  export  promotion,  and  secu- 
rity— for  American  foreign  policy  in  a  world  no  longer  dominated  by  Cold  War  rival- 
ries. Its  breadth  and  comprehensiveness  is  a  very  useful  of  opening  a  much  needed 
debate  on  these  issues. 

Second,  it  recognizes  that  development  has  to  underpin  a  good  part  of  American 
foreign  policy  in  the  period  ahead.  The  statement  in  Section  3  that  "sustainable  de- 
velopment is  in  the  long-term  interests  of  the  United  States"  is  particularly  note- 
wortny.  The  proposed  legislation,  therefore,  provides  a  real  service  in  making  clear 
that  other  important  goals  such  as  export  promotion  or  promoting  peace  should  be 
kept  separate  from  development  cooperation.  The  Administration  s  agreement  to 
protect  the  sustainable  development  initiatives  in  the  legislation  is  extremely  impor- 
tant. 

Third,  the  proposed  legislation  is  consistent  with  a  long  standing  goal  of  this  com- 
mittee— to  establish  an  efTicient,  streamlined  development  program  that  will  maxi- 
mize the  impact  of  the  scarce  resources  available  for  these  priorities. 

Finally,  tne  administration  obviously  seeks  through  this  legislation  to  create  a 
new  consensus  with  the  Congress,  and  presumably  with  the  public  on  the  central 
issues  of  American  foreign  policy  and  on  programs  designed  to  promote  U.S.  inter- 
ests abroad.  For  that  reason,  the  deliberations  of  this  Committee,  and  its  counter- 
part in  the  Senate  are  particularly  important.  It  is  in  this  spirit  that  I  will  focus 
the  remainder  of  my  remarks  on  the  weaknesses  of  the  proposed  legislation,  pre- 
cisely because  I  believe  that  this  draft  requires  considerable  improvement  before  it 
can  serve  as  a  comprehensive  blueprint  for  a  post-Cold  War  foreign  policy. 

THE  WEAKNESSES  OF  "THE  PEACE,  PROSPERITY,  AND  DEMOCRACY  ACT  OF  1994" 

First,  the  draft  as  it  is  written  is  all  things  to  all  people.  There  are  no  priorities 
established  either  between  the  various  Titles,  or  in  most  cases  within  the  separate  sec- 
tions. In  addition,  there  currently  is  no  unifying  theme  or  clearly  articulated  state- 
ment regarding  how  foreign  assistance  functions  in  relation  to  overall  foreign  policy 
objectives. 

It  is  absolutely  crucial,  therefore,  that  the  opening  policy  statement  clearly  articu- 
lates U.S.  international  priorities,  and  particularly  the  role  of  U.S.  foreign  assist- 
ance in  promoting  those  priorities.  The  priorities  need  to  be  clearly  articulated  by 
the  Administration,  and  agreed  upon  with  the  Congress.  Some  can  probably  be  writ- 
ten into  the  legislation,  or  articulated  in  other  policy  statements. 

For  instance,  there  is  no  explicit  statement  that  the  transitions  in  the  former  So- 
viet Union  and  Eastern  Europe  and  peace  in  the  Middle  East  are  clear  priorities 
for  American  foreign  policy.  As  a  result,  Title  II — Building  Democracy — and  Title 
III — Promoting  Peace — are  essentially  euphemisms  for  these  priorities  which  we 
know  will  continue  to  claim  the  lion's  share  of  the  international  affairs  budget.  (A 
Quick  glance  at  the  Administration's  FY  1995  budget  shows  that  well  over  half  of 
tne  funds  requested  for  building  democracy,  promoting  sustainable  development, 
promoting  peace,  and  providing  humanitarian  assistance  will  be  allocated  to  the 
Middle  East  or  the  former  Soviet  Union.) 

Clarity  here  is  critical  because  ultimately  budgetary  resources  will  be  allocated  for 
each  of  the  major  Titles.  That  process  of  allocation  will  in  itself  set  priorities  as  it 
does  in  the  FY  1995  budget.  But  clarity  also  is  important  to  judge  the  success  of 
programs.  Budget  resources  may  be  important  to  promote  goals  with  direct  pay  off 
to  the  United  States — peace  in  the  Middle  East,  financing  the  transition  in  the 
former  Soviet  Union,  or  expanding  American  exports.  But  these  are  not  the  same 
type  of  goals  and  should  not  require  the  same  kind  of  long  term  concessional  finance 
as  does  supporting  sustainable  development  or  meeting  humanitarian  needs.  The 
Committee  has  a  real  opportunity  in  considering  the  draft  legislation  to  clarify  U.S. 
objectives,  to  assess  budget  priorities,  and  to  end  the  confusion  between  programs 
and  budgets  designed  to  meet  important  security  needs,  and  those  designed  to  ad- 
dress longer  term  development  goals. 

Second,  while  the  objectives  and  types  of  assistance  set  out  under  each  chapter  are 
by  and  large  unexceptionable,  they  provide  no  guidelines  for  setting  priorities,  par- 
ticularly when  it  is  clear  that  budget  resources,  especially  for  sustainable  develop- 
ment, will  be  severely  constrained.  It  is  important,  therefore,  that  the  bilateral  pro- 
grams focus  on  a  selected  number  of  critical  goals  which  build  on  the  strengths  of 
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the  American  public  and  private  sectors,  and  where  U.S.  leadership  can  have  a 
major,  visible  impact  in  a  measurable  time  frame.  Their  absence  from  the  draft,  or 
from  the  statements  of  Administration  officials  discussing  the  legislation  is  particu- 
larly striking,  given  the  fact  that  there  is  are  a  number  of  such  proposals  suggested 
by  experts  (Some  have  been  set  out  in  ODC's  "alternative  budgets".) 

Let  me  suggest  two  examples.  One  such  critical  goal  could  be  American  leadership 
in  an  international  effort  to  complete  the  "children's  health  revolution"  by  eliminat- 
ing the  four  major  diseases  for  which  vaccines  are  available  (measles,  tetanus, 
whooping  cough,  and  polio);  eliminating  Vitamin  A  deficiency,  the  major  cause  of 
blindness,  and  iodine  deficiency,  the  largest  cause  of  preventable  mental  retarda- 
tion; and  making  oral  rehydration  therapy  universally  available  in  order  to  prevent 
simple  diarrhea  from  remaining  the  biggest  killer  of  children.  A  second  could  be  to 
make  family  planning  services  available  to  all  women  of  child-bearing  age  both  in 
order  to  slow  population  growth  and,  equally  importantly,  to  give  women  a  measur- 
able degree  of  control  over  their  own  lives.  Both  of  these  goals  are  doable  at  an  af- 
fordable cost  if  the  United  States  were  to  provide  leadership. 

Third,  the  use  of  functional  categories  to  organize  the  legislation  is  an  advance  in 
that  it  makes  clear  the  overall  emphases  of  U.S.  foreign  policy.  But  it  presents  two 
unresolved  problems.  First,  it  will  not  be  easy  to  use  functional  objectives  to  define 
measurable  success  or  failure  of  foreign  assistance  programs  without  the  addition 
of  the  kind  of  specific  goals  discussed  below.  How  will  we  know  when  the  United 
States  is  "secure"  or  when  development  has  become  "sustainable'7  For  a  goal  such 
as  the  promotion  of  democracy,  results  have  to  be  judged  on  a  long-term  basis,  and 
can  be  affected  by  a  variety  of  short-term  external  factors  that  do  not  reflect  overall 
program  effectiveness.  Clarifying  this  issue  is  particularly  important  if  Congress  is 
going  to  grant  the  administration  the  degree  of  Hexibility  it  desires  and  which  on 
efficiency  grounds  may  be  very  important. 

Similarly,  it  is  unclear  why  certain  programs  are  inserted  under  particular  func- 
tional categories.  For  example,  should  funding  for  the  former  Soviet  Union  and 
Eastern  Europe  be  inserted  under  Title  II — Building  Democracy — because  that  is 
the  political  objective  of  the  program?  Or  should  the  funding  be  inserted  under  Title 
I — Sustainable  Development — because  the  assistance  is  carried  out  through  sustain- 
able development  programs  administered  by  USAID? 

Fourth,  the  legislation  fails  to  recognize  the  changes  that  have  taken  place  in  devel- 
opment cooperation  since  the  legislation  was  last  reformed.  There  are  now  many 
more  aid  donors,  and  the  United  States  is  no  longer  the  major  aid  provider.  Promot- 
ing sustainable  development,  addressing  global  problems  and  humanitarian  chal- 
lenges, and  promoting  peace  and  democracy  demand  resources  and  priority  far  be- 
yond tne  scope  of  bilateral  programs. 

This  is  an  additional  reason  why  the  new  legislation  needs  to  articulate  the  role 
and  priorities  of  the  U.S.  bilateral  program,  and  the  relationship  of  USAID  to  the 
multilateral  donor  community  and  other  bilateral  donors.  During  a  time  of  domestic 
budgetary  austerity,  it  is  absolutely  crucial  that  the  United  States  identifies  its  com- 
parative advantage  as  an  aid  donor,  concentrates  its  resources  in  several  well-de- 
fined areas,  and  organizes  its  efforts  to  leverage  other  bilateral  and  multilateral  re- 
sources to  address  issues  of  common  concern. 

This  also  means  that  the  section  on  the  international  financial  institutions  is  of 
particular  importance.  That  section  (Section  1301)  as  now  written  is  wholly  inad- 
equate. Both  oiiateral  and  multilateral  institutions  now  are  crucial  instruments  of 
development  cooperation,  and  U.S.  policies  toward  both  need  to  be  coordinated.  It 
is  clear,  for  instance,  that  the  role  of  the  IBRD  and  the  IMF  in  facilitating  the  tran- 
sition in  the  Soviet  Union  is  very  important.  The  legislation  should  be  much  more 
specific  about  the  "mix"  of  U.S.  development  assistance,  addressing  not  only  the  bal- 
ance between  bilateral  and  multilateral  aid,  but  also  the  comparative  strengths  and 
weaknesses  of  the  major  international  institutions — the  IMF,  the  World  Bank,  and 
the  regional  development  banks,  and  also  the  UN  development  programs. 

Fifth,  while  the  draft  contains  a  commendable  emphasis  on  sustainable  develop- 
ment, it  fails  to  clearly  identify  poverty  alleviation  as  a  central  goal  of  U.S.  foreign 
assistance  policies.  There  is  now  a  consensus  that  promoting  sustainable  develop- 
ment requires  focusing  on  the  interlinked  goals  oi  poverty  alleviation,  economic 
growth,  and  environmental  protection,  joined  to  the  values  of  human  rights  and  de- 
mocracy. Alleviation  of  poverty  is  fundamental  to  the  promotion  of  sustainable  de- 
velopment and  democracy,  and  it  is  very  important  to  enhancing  security  and  pro- 
moting American  economic  interests.  Congress  has  insisted  on  priority  to  poverty  is- 
sues when  it  rewrote  the  legislation  in  1973,  and  reiterated  tnat  priority  more  re- 
cently in  the  Hamilton-Oilman  Task  Force  report.  The  language  in  the  draft  has  im- 
proved since  the  "discussion  draft"  that  circulated  severalweeks  ago,  but  it  can  be 
improved  in  the  proposed  legislation. 
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Sixth,  the  proposed  legislation  is  weak  on  the  specifics  of  promoting  democracy. 
While  the  elements  of  sustainable  development  are  now  increasingly  understood, 
promoting  democracy  in  its  broader  dimensions  is  not.  The  draft  legislation  is  par- 
ticularly weak  on  what  will  be  done  and  how  it  will  be  done,  including  particularly 
the  assumptions  about  what  works  to  promote  democracy.  (As  currently  drafted, 
there  is  an  implicit  assumption  in  the  bill  that  the  stated  policy  objectives  are  al- 
ways complementary  and  mutually  reinforcing.  In  fact,  unless  properly  coordinated, 
programs  to  promote  democracy,  environmental  sustainability,  and  economic  growth 
through  trade  and  investment  can  have  contradictory  programmatic  objectives.) 

This  is  important  because  it  is  not  self-evident  what  can  be  done  to  promote  de- 
mocracy through  direct  government  assistance,  and  what  can  be  done  indirectly 
through  improving  the  international  economic  environment  so  that  it  is  supportive 
of  the  needs  of  emerging  democracies.  In  addition,  the  legislation  implies  a  diminu- 
tion of  attention  to  the  strengthening  of  governmental  capacities  which  may  be 
equally  crucial  to  the  promotion  of  democracy. 

Seventh,  the  draft  bill  does  not  make  it  clear  who  is  in  charge  of  overall  policy. 
Making  USAID  a  statutory  agency  is  a  positive  step,  but  USAID  should  receive  a 
much  clearer  delegation  of  authority  to  formulate  and  implement  long-term  sustain- 
able development  programs.  (It  now  appears  that  USAID  is  only  responsible  for  im- 
plementing programs  covered  by  Title  I.)  For  instance,  the  draft  is  silent  on  the  re- 
lationships between  USAID  and  those  in  the  State  Department  responsible  for  the 
international  organizations  and  for  global  issues. 

The  draft  also  is  silent  on  the  issue  of  interagency  coordination.  Given  the  number 
of  agencies  whose  policies  have  an  impact  on  U.S.  support  for  sustainable  develop- 
ment, some  mechanism  is  needed  to  assure  coherence  in  the  developmentally  con- 
sequential actions  of  Treasury,  Agriculture,  HHS,  State,  OPIC,  Ex-Im,  USTR,  Peace 
Corps,  EPA,  Interior,  Commerce,  and  other  agencies  with  international  programs. 
Simply  giving  the  authority  to  the  Department  of  State  is  not  adequate  because  the 
Deoartment  has  shown  neither  the  ability  or  the  willingness  to  play  that  role.  It 
will  be  particularly  important,  therefore,  to  ensure  a  consistent  development  per- 
spective in  U.S.  policy  toward  the  multilateral  institutions.  In  addition,  there  must 
be  adequate  mechanisms  for  consultations  with  Congress  and  the  NGO  community. 

NEEDED  IMPROVEMENTS 

It  follows  from  the  above  that  I  think  several  improvements  need  to  be  made,  ei- 
ther through  amending  the  current  draft  or  in  agreements  reached  between  the 
Congress  and  the  Executive: 

1.  Clear  priorities  need  to  be  established  among  and  within  the  Titles  of  the 
draft  legislation,  including  on  budget  allocations.  (For  instance,  in  the  FY  1995 
budget  proposals  sustainable  development  programs  receive  less  than  one-quar- 
ter of  the  International  AfTairs  allocations.); 

2.  Measures  of  success  need  to  be  established  so  that  the  efficacy  of  programs 
can  be  evaluated; 

3.  The  interrelationships — and  coordination — between  bilateral  and  multilat- 
eral programs  need  to  be  clearly  established; 

4.  Poverty  alleviation  needs  to  be  clearly  identified  as  central  goal  of  U.S.  de- 
velopment policies; 

5.  The  programs  and  priorities  designed  to  promote  democracy  need  to  be 
specified  in  more  detail; 

6.  A  coordination  mechanism  to  assure  coherence  among  the  agencies  and 
programs  of  the  federal  government  needs  to  be  put  into  the  legislation. 


Finally,  let  me  say  a  word  about  budget  priorities.  Agreement  between  congress 
and  the  administration  on  new  legislation  could  turn  out  to  be  a  pyrrhic  victory  un- 
less the  current  budget  crisis  in  the  international  affairs  account  is  dealt  with  di- 
rectly. The  Administration's  decision  to  hold  the  international  Affairs  budget  vir- 
tually steady  in  F'Y  1995  is  a  welcome  recognition  that  essential  American  interests 
abroad  are  at  stake  in  the  coming  years. 

The  proposed  budget  also  rcfiects  the  reality  that  in  the  post-Cold  War  period  im- 
portant U.S.  security  interests  can't  be  addressed  through  military  means.  But  as 
a  result,  programs  designed  to  end  the  conflict  in  the  Middle  East  and  to  facilitate 
a  peaceful  transition  in  the  former  Soviet  Union  will  claim  over  half  of  all  the  funds 
requested  for  FY  1995  to  build  democracy,  promote  sustainable  development,  pro- 
mote peace,  and  provide  humanitarian  assistance.  Similar  opportunities  and  needs 
overseas  are  likely  to  multiply  in  the  coming  years.  Hopefully,  this  will  force  a  fun- 
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damental  re-examination  of  the  balance  between  our  budgets  for  military  programs 
and  those  designed  to  promote  our  non-military  interests  abroad. 

[The  ODC's  last  alternative  budget  paper  referred  to  may  be  found  in  committee 
files.] 

Senator  Sarbanes.  We  appreciate  that  offer  of  assistance  which 
we  anticipate  taking  advantage  of,  and  we  thank  you  very  much  for 
the  statement.  Mr.  Bissell. 

STATEMENT  OF  HON.  RICHARD  E.  BISSELL,  VISITING  FELLOW, 
OVERSEAS  DEVELOPMENT  COUNCIL  AND  AMERICAN  UNI- 
VERSITY, WASHINGTON,  DC 

Mr.  Bissell.  Thank  you,  Mr.  Chairman.  I  appreciate  the  oppor- 
tunity to  testify  before  you  and  Senator  Kassebaum  this  morning. 

We  have  examined  aid  reform  many  times,  and  the  need  remains 
as  great  as  ever.  I  am  dehghted  to  see  the  committee  taking  up  this 
draft  bill.  Let  me  briefly  recap  a  few  of  the  major  issues  we  have 
discussed  in  recent  years  with  regard  to  aid  reform. 

First  is  the  need  to  simplify.  The  many  objectives,  themes,  goals, 
cross-cutting  issues,  and  precautionary  amendments  are  all  famil- 
iar. One  of  the  major  goals  of  this  process  has  been  to,  "get  back 
to  basics." 

The  second  is  the  need  to  coordinate.  The  number  of  agencies  in- 
volved in  international  activities  abroad  has  burgeoned  in  the  last 
decade.  I  do  not  know  of  any  Federal  agency,  frankly,  that  does  not 
have  an  international  office  or  bureau.  The  need  for  coordination 
continues  to  grow. 

Third  is  the  need  to  relate  to  nongovernmental  development  ef- 
forts emanating  from  our  own  society.  The  many  universities,  pri- 
vate voluntary  organizations,  cooperatives,  and  businesses  that  al- 
ready are  committed  and  involved  in  development  activities  abroad 
has  long  been  recognized  as  a  unique  American  asset. 

And  the  fourth  longstanding  issue,  but  certainly  not  least,  is  the 
need  to  relate  our  foreign  assistance  programs  to  a  significantly 
changed  U.S.  role  in  the  world:  the  end  of  the  cold  war,  the  eco- 
nomic collapse  of  the  former  Soviet  Union,  the  emergence  of  Asia, 
and  the  opportunity  to  develop  new  relations  with  the  neediest  peo- 
ple around  the  world. 

I  raise  those  issues  in  hopes  of  reminding  all  of  us  where  this  de- 
bate over  aid  reform  has  been  in  recent  years.  The  issues  are  not 
partisan,  and  I  hope  they  will  serve  as  anchors  for  a  new  author- 
ization. 

In  your  invitation  to  testify,  Mr.  Chairman,  you  asked  that  we 
address  the  administration's  proposed  new  policy  framework.  I 
want  to  address  briefly  the  sustainable  development  issue  that  I 
know  best.  Our  foreign  assistance  program  has  focused  on  sustain- 
ability  for  a  long  time.  Among  aid  agencies,  USAID  has  long  been 
known  as  caring  about  the  long-term  impact  of  its  foreign  assist- 
ance. 

But  aid  is  not  always  sustainable.  Indeed,  the  terms  are  not  syn- 
onymous. Foreign  assistance  that  is  untargeted,  bereft  of  strategic 
direction,  uncoordinated,  or  badly  implemented,  does  not  contribute 
to  sustainable  development  at  all.  If  we  use  foreign  assistance  to 
simply  maintain  a  presence  in  some  countries  we  should  not  pre- 
tend that  it  is  contributing  to  sustainable  development.  It  may  ful- 
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fill  certain  foreign  policy  goals,  but  it  is  not  an  expression  of  devel- 
opment policy.  On  that  score,  I  applaud  the  administrator  for  accel- 
erating the  closure  of  21  missions,  many  of  which  had  become 
largely  inconsequential. 

At  the  same  time,  the  use  of  Government  resources  in  a  long- 
term  program  that  does  enhance  sustained  cooperation  between  the 
United  States  and  a  foreign  country  can  have  benefits  far  beyond 
our  lifetime.  Training  programs  from  around  the  world  that  bring 
the  brightest  to  the  United  States  to  study  economics,  business 
management,  and  many  other  technical  fields  have  had  and  will 
have  payoffs  decades  in  the  future,  both  for  the  developing  country 
and  for  the  United  States. 

With  regard  to  the  new  bill  I  have  several  concerns  and  ques- 
tions. One,  does  the  new  legislation  meet  the  need  to  simplify?  As 
one  reads  through  the  statement  of  policy  in  the  bill,  is  it  clear 
what  really  counts?  Has  there  been  a  diffusion  of  goals  or  a  nar- 
rowing of  goals  that  focus  on  priorities?  Have  any  goals  from  the 
Foreign  Assistance  Act  of  1961  been  deleted  or  placed  in  a  category 
where  they  are  clearly  subsidiary  to  the  others?  One  can  only  hope 
that  administration  testimony  will  clarify  how  the  Agency  does 
hope  to  get  back  to  basics. 

A  first  reading  would  suggest  that  the  administration  has  simply 
created  larger  new  policy  umbrellas  under  which  to  include  even 
more  priorities.  The  USAID  is  now  being  called  upon  to  expand 
areas  where  it  has  not  traditionally  had  significant  depth. 

In  democracy  programs,  for  instance,  while  the  work  USAID  has 
done  in  applied  governance,  human  rights,  election  support,  and 
administration  of  justice,  have  all  been  valuable,  the  real  depth  of 
expertise  in  most  of  these  areas  is  outside  the  Agency.  Would  it  not 
make  more  sense  to  review  all  of  the  Government's  programs  relat- 
ed to  democracy — after  all,  the  National  Endowment  for  Democracy 
is  now  10  years  old — and  give  those  efforts  some  institutional  co- 
herence? It  is  not  clear  in  this  context  why  we  need  a  proposal  from 
USAID  for  support  for  democratic  participation  programs  in  the  fis- 
cal year  1995  budget  and  separate  support  for  a  democracy  title 
elsewhere. 

Does  the  fiscal  year  1995  budget  tell  us  where  the  priorities  lie? 
The  numbers  indicate  that  the  administration  is  diminishing  its 
support  for  economic  growth,  which  already  took  the  greatest  cut 
in  the  fiscal  year  1994  budget  of  any  category  and  it  is  now  being 
cut  again.  If  development  cannot  be  engaged  by  USAID  in  the  com- 
prehensive, time-tested  manner  of  development  specialists,  then  it 
may  need  to  be  insulated  in  some  way  from  political  pressures. 

Second,  does  the  bill  refiect  the  need  to  coordinate  U.S.  activities 
in  developing  countries,  particularly  with  foreign  assistance,  better 
than  in  the  past?  The  bill  deletes  prior  statutory  references  such 
as  to  IDCA,  and  in  recent  testimony  Administrator  Atwood  said 
that  the  bill  recognizes  the  Secretary  of  State's  paramount  role  in 
coordinating  all  overseas  programs.  The  new  bill  does  not  alter  this 
traditional  role. 

If  there  was  one  tendency  in  the  past  of  concern  to  those  of  us 
in  the  development  field  it  was  that  the  Department  of  State  was 
consistently  unwilling  to  invest  the  time  in  this  coordination  proc- 
ess. If  USAID  is  going  to  be  closely  associated  with  the  Department 
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of  State  it  needs  to  get  the  best  of  the  relationship^ — that  is,  effec- 
tive coordination  within  the  executive  branch — as  opposed  to  just 
the  worst — that  is,  subordination  of  sustainable  development  pro- 
gprams  to  short-term  foreign  policy  goals. 

Third,  does  the  bill  bring  about  a  stronger  partnership  for  devel- 
opment with  the  universities,  PVO's,  and  businesses,  to  achieve  a 
real  improvement  in  social  and  economic  indicators  abroad?  The 
policy  language  of  the  bill  properly  places  strong  emphasis  on  the 
potential  value  of  PVO,  university,  and  cooperative  involvement  in 
the  development  process.  And  yet  the  partnership  to  which  the  bill 
refers  is  that  between  USAID  and  the  NGO  community.  Is  not  the 
partnership  we  really  want  to  encourage  in  the  long  term  that  be- 
tween the  NGrO  community  and  similar  institutions  in  developing 
countries? 

In  conclusion,  several  issues  need  to  be  highlighted.  The  expendi- 
ture of  political  energy  on  passing  an  authorization  is  sufficient  to 
justify  taking  a  careful  look  at  its  individual  provisions  as  well  as 
its  assumptions.  The  bill  reflects  some  years  of  careful  reflection 
about  how  to  make  our  program  work  better.  But  in  terms  of  pol- 
icy, our  foreign  assistance  program  needs  to  get  back  to  doing  what 
it  does  well  and  focusing  on  what  is  basic  to  the  recipient  countries. 

In  many  people's  estimate,  what  USAID  does  best  is  economic 
development,  facilitating  broad-based  economic  growth  set  in  the 
context  of  environmental  sensitivity,  equitable  participation  by  all 
people,  and  honest,  capable  government. 

Thank  you. 

[The  prepared  statement  of  Mr.  Bissell  follows:] 

Prepared  Statement  of  Mr.  Bissell 

Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be  able  to  testify  before  this  Com- 
mittee this  morning. 

Mr.  Chairman,  we  have  re-examined  aid  reform  manv  times  over  the  last  six 
years,  including  my  own  endeavors  in  incarnations  at  the  U.S.  Agency  for  Inter- 
national Development.  While  we  have  not  achieved  major  reform  in  that  time  span, 
the  need  for  reform  remains  as  important  as  ever;  today,  it  is  manifestly  in  need 
of  a  new  authorization.  I  am  delighted  to  see  this  Committee  taking  up  tnis  issue. 

If  I  may  briefly  summarize  some  of  the  principal  issues  we  have  discussed  in  re- 
cent years  with  regard  to  aid  reform,  they  boil  down  to  these: 

(1)  The  need  to  simplify:  the  many  objectives,  themes,  goals,  cross-cutting  is- 
sues, and  precautionary  amendments  are  all  familiar.  One  of  the  major  goals 
of  this  process  has  been  to  "get  back  to  basics."  The  issue  is  not  an  inability 
of  USAID  to  manage  multiple  mandates;  the  issue  is  that  they  are  frequently 
contradictory,  or  given  no  priority.  As  a  result,  the  program  stalls,  like  an  auto- 
mobile asked  to  go  in  several  directions  at  once. 

(2)  The  need  to  coordinate:  the  many  agencies  involved  in  international  activi- 
ties abroad  has  burgeoned  in  the  last  decade.  I  don't  know  of  a  federal  agency 
that  does  not  have  an  international  office  or  bureau.  Even  if  that  office  is  just 
one  senior  official,  its  mandate  is  to  expand  the  agency's  role  abroad.  The  evi- 
dent failures  of  past  attempts  of  authorizing  legislation  to  create  such  coordina- 
tion (as  in  the  Development  Coordination  Committee  or  the  International  Devel- 
opment Cooperation  Agency)  does  not  argue  against  trying;  it  is  testimony  that 
the  need,  if  growing,  has  always  been  there. 

(3)  The  need  to  better  relate  to  non-governmental  development  efforts  ema- 
nating from  American  society:  the  many  universities,  private  voluntary  organi- 
zations, cooperatives  and  businesses  already  committed  and  involved  in  develop- 
ment activities  abroad  has  long  been  recognized  as  unique  American  assets.  Our 
private  development  efforts  dwarf  by  many  magnitudes  similar  capacities  of 
other  donor  countries  in  developing  countries.  Throughout  our  reform  discus- 
sions, the  question  has  been  how  best  to  capitalize  on  that  capacity — not  to  sti- 
fle it  with  a  bureaucratic  blanket,  but  rather  to  empower  and  enlarge  it. 


67 

(4)  Lastly,  but  certainly  not  least,  the  need  to  relate  our  foreign  assistance 
programs  to  a  significantly  changed  U.S.  role  in  the  world:  the  end  of  the  cold 
war,  the  economic  collapse  of  the  republics  of  the  former  Soviet  Union,  the 
emergence  of  Asian  economic  power,  and  the  need  to  find  selective  areas  of  U.S. 
leadership  in  global  councils.  This  last  issue  becomes  particularly  difficult  to 
confront,  because  of  the  continuing  lack  of  consensus  over  an  appropriate  U.S. 
place  in  a  "new  world  order."  Those  who  hoped  for  a  rapid  transition  from  the 
comfort  of  a  bipolar  world  to  another  secure  structure  have  been  badly  dis- 
appointed. Assuming  that  we  may  have  to  live  with  substantial  strategic  flux 
for  some  years,  we  who  are  interested  in  aid  reform  have  to  ask  where  the  for- 
eign policy  anchors  may  be. 
I  raise  the  four  issues  above  in  hopes  of  reminding  all  of  us  where  this  debate 
over  aid  reform  has  traversed  in  recent  years.  I  dont  believe  there  is  strong  dis- 
agreement over  the  nature  of  those  issues.  They  are  not  partisan.  And  to  the  ^gree 
that  our  foreign  aid  program  has  always  been  most  effective  when  blessed  with  ade- 
quate bipartisan  supfx^rt,  I  hope  that  they  will  serve  as  continuing  anchors  for  our 
consideration  of  a  new  authorization. 

In  your  invitation  to  testify,  Mr.  Chairman,  you  asked  that  we  address  the  Admin- 
istration's proposed  new  policy  framework  for  foreign  aid  as  it  relates  to  sustainable 
development  and  disaster  assistance.  Clearly,  I  shall  leave  the  latter  issue  to  my 
much  capable  colleagues,  Ms.  Tafl  and  Mr.  Natsios.  I  want  to  address  the  question 
of  sustainable  development,  and  shall  do  so  in  the  context  of  several  salient  ques- 
tions. 

How  can  foreign  assistance  focus  on  sustainable  development?  In  many  countries 
and  in  many  ways,  foreign  assistance  has  focussed  on  sustainability.  Among  aid 
agencies,  USAID  has  long  been  known  as  caring  about  the  long-term  impact  of  its 
foreign  assistance.  But  aid  is  not  always  sustainable;  the  terms  are  not  synonymous. 
Foreign  assistance  that  is  untargeted,  bereft  of  strategic  direction,  uncoordinated, 
or  badly  implemented  does  not  contribute  to  sustainable  development.  We  should 
not  treat  "sustainable  development  as  a  handy  euphemism  for  whatever  we  want 
to  do;  if  we,  as  the  American  people  and  the  Congress,  are  not  willing  to  invest  in 
a  program  of  sustainable  quality,  we  should  not  do  it  at  all. 

If  we  use  foreign  assistance  to  simply  "maintain  a  presence"  in  some  countries, 
we  should  not  pretend  that  it  is  contributing  to  sustainable  development.  It  may  ful- 
fill certain  State  Department  goals,  but  it  is  unlikely  to  be  an  efficient  use  of  the 
international  affairs  account.  On  that  score,  I  applaud  Administrator  Atwood  for  ac- 
celerating the  closure  of  21  missions,  many  of^  which  had  become  largely  incon- 
sequential. 

At  the  same  time,  the  use  of  government  resources  in  a  long-term  program  that 
enhances  sustained  cooperation  between  the  U.S.  and  a  foreign  country  can  have 
benefits  far  beyond  our  lifetime.  The  examples  of  training  programs  from  around  the 
world  that  bring  the  brightest  to  the  U.S.  to  study  economics,  business  manage- 
ment, and  many  other  technical  fields  have  payoffs  decades  in  the  future — both  for 
the  developing  country  and  for  the  U.S.  The  in-depth  partnerships  that  can  be  cre- 
ated through  strong  assistance  programs  focussed  on  technical  problems  have  mar- 
velous cost-benefit  ratios.  And  tne  benefits  appear  in  economic,  political,  and  socio- 
logical terms. 

Will  the  "Peace,  Democracy  and  Development  Act  of  1994"  make  any  practical  dif- 
ference? That's  not  clear;  it  will  depend  on  the  final  form  of  the  PDDA  tnat  is  passed 
by  the  Congress,  and  whether  the  appropriators  will  cooperate  with  the  spirit  as 
well  as  the  letter  of  the  reform.  I  believe  it  needs  some  strengthening  for  it  to  have 
practical  impact  A  set  of  Questions  might  help  determine  the  type  of  reform  that 
needs  to  emerge;  for  example: 

(1)  Can  we  design  a  foreign  aid  reform  bill  that  would  generate  a  stronger, 
practical  majority  in  Congress?  Too  much  of  the  foreign  assistance  program  gets 
mortgaged  by  the  weak  majority  it  cobbles  together.  Is  it  possible  to  create  a 
new  program  that  is  not  merely  a  coalition  of  vested  interests,  supporting  only 
one  piece  of  the  program? 

(2)  Can  we  authorize  a  foreign  assistance  program  that  would  have  clearer, 
practical  results  in  the  field?  The  need  for  implementation  flexibility  and  multi- 
year  authorizations  has  long  been  at  the  head  of  the  list.  The  need  for  clearer 
measures  of  long-term  development  results  is  clear.  And  perhaps  most  impor- 
tant to  the  quest  for  sustainability,  can  the  Agency  show  that  the  beneficiaries 
are  "taking  ownership"  of  such  development  efforts  through  broad-based  partici- 
pation, so  that  future  generations  will  also  benefit  from  our  investments?  Is  the 
current  Congress  willing  to  press  USAID  for  such  a  practical  solution? 

(3)  Can  we  authorize  a  set  of  authorities  with  regard  to  administration,  pro- 
curement, and  personnel  that  would  create  a  much  more  common-sense,  prac- 
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tical  relationship  with  those  who  carry  out  the  foreign  assistance  programs? 
This  Committee  has  heard  enough  testimony  over  the  years  about  the  bureau- 
cratic difficulties  of  working  with  USAID,  or  within  USAID,  to  know  what  has 
to  be  done. 

(4)  Can  our  foreign  assistance  program  be  asked  to  report  on  progress  in  its 
programs  in  such  a  practical  manner  that  the  average  American  can  under- 
stand what  she  getting  for  her  tax  dollar?  The  accomplishments  of  our  assist- 
ance program  are  legion,  and  the  American  people,  when  they  are  given  a  down- 
to-earth  explanation  of  what  is  going  on,  support  foreign  aid. 
If  this  Committee  can  answer  these  questions  with  affirmative  provisions  in  a  new 
reform  bill,  the  answer  would  be  yes,  foreign  aid  reform  will  make  a  practical  dif- 
ference. 

If  this  Committee  wants  to  mark  up  the  Administration  draft  of  the  PDDA,  I 
would  suggest  a  variety  of  concerns  that  I  raised  at  the  beginning  of  this  testimony 
for  consideration,  particularly  in  areas  where  the  draft,  bill  needs  additional  work. 
Does  the  new  legislation  meet  the  need  to  simplify'?  As  one  reads  through  the 
"statement  of  policy"  of  the  PDDA,  is  it  clear  what  really  counts?  Has  there  been 
a  diffusion  of  goals  or  a  narrowing  of  goals  to  focus  on  priorities?  Have  any  goals 
from  the  Foreign  Assistance  Act  of  1961  as  amended  been  deleted,  or  placed  in  a 
category  where  they  are  clearly  subsidiary  to  the  others?  One  can  only  hope  that 
Administration  testimony  will  clarify  how  the  Agency  hopes  to  get  back  to  basics. 
Indeed,  a  first  reading  would  suggest  that  USAID  is  now  being  called  upon  to  ex- 
pand areas  where  it  has  not  traaitionallv  had  any  real  depth.  In  democracy  pro- 
grams, for  instance,  while  the  work  USAID  has  done  in  governance,  human  rignts, 
election  support,  and  administration  of  justice  has  been  valuable,  the  real  depth  of 
expertise  in  these  areas  is  outside  the  Agency;  wouldn't  it  make  more  sense  to  re- 
view all  of  the  government's  programs  related  to  democracy  (e.g.,  the  National  En- 
dowment for  Democracy  is  now  ten  years  old),  and  give  those  elTorts  some  institu- 
tional coherence?  It  is  not  clear,  in  this  context,  why  we  need  a  proposal  from 
USAID  for  "support  for  democratic  participation"  programs  in  the  FY95  budget,  and 
a  separate  "support  for  democracy"  title  elsewhere?  In  the  area  of  the  environment, 
USAID  has  been  a  pioneer  of  excellence  in  ensuring  that  development  does  not 
harm  the  environment.  But  does  it  have  any  real  comparative  advantage  in  pro- 
grams and  projects  purely  focussed  on  improving  the  environment,  such  as  global 
climate  change?  At  a  minimum,  shouldn't  the  review  of  such  environmental  efforts 
also  include  programs  at  the  Departments  of  Agriculture,  Interior,  Commerce,  and 
Energy,  as  well  as  the  EPA?  It  certainly  sends  an  odd  message  to  the  nominal  bene- 
ficiaries of  foreign  assistance:  developing  countries  do  not  see  climate  change  as  a 
"development  issue."  And  at  home,  environmental  groups  are  saying  it  is  time  for 
more  tnan  a  "no-regrets  environmental  strategy"  that  has  been  at  the  core  of 
USAID's  activities. 

Does  the  new  FY95  budget  tell  us  where  the  priorities  lie?  I  know  this  Committee 
will  look  carefully  at  the  oudget  to  see  if  the  priorities  are  right,  and  if  they  are 
sufficiently  focussed  in  development  purposes  to-make  it  worthwhile  to  pass  this 
bill.  The  numbers  indicate  that  the  Administration  is  diminishing  its  support  for 
economic  growth  (which  already  took  the  greatest  cut  in  the  FY94  budget  of  any 
category,  and  is  now  being  cut  again),  as  opposed  to  politically-attractive  themes 
such  as  environment,  democracy,  and  population  programs.  Development  is  too  seri- 
ous an  issue  for  billions  of  people  to  be  placed  at  the  mercy  of  political  fashions. 
If  development  cannot  be  engaged  by  USAID  in  the  comprehensive,  time-tested 
manner  of  development  specialists,  then  it  may  need  to  be  insulated  in  some  way 
from  political  pressures. 

Does  the  PDDA  reflect  the  need  to  coordinate  U.S.  activities  in  developing  coun- 
tries, particularly  with  foreign  assistance,  better  than  in  the  past?  The  PDDA,  of 
course,  deletes  prior  statutory  references,  such  as  to  IDCA,  and  in  his  testimony  last 
week.  Administrator  Atwood  said  that  "the  bill  recognizes  the  Secretary  of  State's 
paramount  role  in  coordinating  all  overseas  programs,  including  coordination  within 
the  executive  branch  of  budget  and  foreign  policy  issues.  The  new  bill  does  not  alter 
this  traditional  role."  (emphasis  added)  If  there  was  one  tendency  in  the  past  of  con- 
cern to  those  of  us  in  the  development  field,  it  was  that  the  Department  of  State 
was  consistently  unwilling  to  invest  the  time  in  the  coordination  process.  If  we 
maintain  that  "traditional  role"  as  played  by  the  Department  of  State,  coordination 
is  lost.  And  in  an  era  when  the  developing  countries  lose  much  more  in  the  outcome 
of  a  GATT  round  than  they  gain  in  foreign  assistance,  we  shall  be  merely  papering 
over  the  cracking  dike  by  adaing  foreign  assistance.  If  USAID  is  going  to  be  closely 
associated  with  the  Department  of  State,  it  needs  to  get  the  best  of  that  relationship 
(coordination  within  the  Executive  Branch),  and  not  just  the  worst  (subordination 
of  sustainable  development  programs  to  short-term  foreign  policy  goals). 
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Does  the  PDDA  bring  about  a  stronger  partnership  for  development  with  U.S.  uni- 
versities, PVOs,  and  businesses  to  achieve  real  improvement  in  social  and  economic 
indicators  abroad?  The  policy  language  of  the  PDDA  properly  places  strong  empha- 
sis on  the  potential  value  of  PVO,  university  and  cooperative  involvement  in  the  de- 
velopment process.  And  yet  the  "partnership"  to  which  the  PDDA  refers  is  that  be- 
tween USAlt)  and  the  NGO  community.  Isn  t  the  partnership  we  want  to  encourage 
in  the  long-term  that  between  the  NGO  community  and  similar  institutions  in  de- 
veloping countries?  Isn't  the  U.S.  government  foreign  assistance  program  in  this 
area  a  facilitator  for  sustainable  partnerships  between  private  sectors  in  donor  and 
recipient  countries?  It  may  be  that  a  U.S.  government  agency  is  not  the  best  vehicle 
to  expand  such  partnerships.  Would  it  make  more  sense  to  expand  programs  in 
some  of  our  long-term  development  foundations,  such  as  the  Inter-American  Foun- 
dation or  The  Asia  Foundation — or  even  create  a  new  foundation  for  sustainable  de- 
velopment— in  order  to  focus  deliberately  on  the  many  private  development  institu- 
tions in  American  society? 

Does  the  PDDA  better  relate  our  foreign  assistance  program  to  a  larger  U.S.  for- 
eign policy  strategy?  That  is  unclear  from  the  bill.  Last  week,  the  Administrator  said 
that  ne  was  "trying  to  create  a  de  facto  merger  with  the  State  Department."  That 
presumably  means  that,  if  our  foreign  policy  is  reactive  and  focussed  on  crisis  man- 
agement, so  will  our  foreign  assistance — a  mistake  in  my  view.  Or  if  we  have  a 
strong,  proactive  post-cold-war  strategy,  USAID  can  be  part  of  that,  too.  What  con- 
cerns me  is  that  the  Department  of  State  does  not  have  an  institutional  interest  in 
the  long-term  aspects  of  the  foreign  assistance  program.  Sustainable  development 
would  be  highly  vulnerable  in  a  time  of  budget-cutting  to  a  generalized,  but  erro- 
neous mood  in  the  State  Department  that  such  programs  never  pay  off. 

In  conclusion,  several  issues  need  to  be  highlighted.  The  expenditure  of  political 
energy  on  passing  a  PDDA  is  sufficient  to  justify  taking  a  careful  look  at  its  individ- 
ual provisions  as  well  as  its  underlying  assumptions.  The  bill  reflects  some  years 
of  careful  reflection  about  how  to  make  our  program  work  better — and  the  legal 
crafting  that  went  into  this  draft  bill  deserves  accolades.  But  in  terms  of  policy,  our 
foreign  assistance  program  needs  to  get  back  to  doing  what  it  does  well,  and  focus- 
sing on  what  is  basic  to  the  recipient  countries.  In  many  people's  estimation,  what 
USAID  does  best  is  economic  development — facilitating  the  kind  of  broad-based  eco- 
nomic growth  set  in  a  context  of  environmental  sensitivity,  equitable  participation 
by  all  people,  and  honest,  capable  government.  Such  a  program  of  assistance  does 
not  need  lots  of  bells  and  whistles — it  needs  to  practice  its  comparative  advantage, 
and  leave  the  rest  to  multilateral  or  private  institutions. 

After  my  experience  of  the  last  decade,  I  am  convinced  that  the  American  people 
will  support  tne  right  kind  of  assistance  program:  straightforward,  pragmatic,  re- 
sponsive to  needs,  and  focussed  on  issues  where  Americans  can  make  a  difference. 
It  you  make  the  PDDA  into  a  bill  that  can  fit  that  description,  it  will  be  well-sup- 
ported at  home  and  make  a  difference  in  people's  lives  abroad. 

Senator  Sarbanes.  Thank  you  very  much.  Mr.  Natsios. 

STATEMENT  OF  HON.  ANDREW  NATSIOS,  VICE  PRESIDENT 
AND  EXECUTIVE  DIRECTOR,  WORLD  VISION,  WASHINGTON,  DC 

Mr.  Natsios.  Thank  you,  Mr.  Chairman.  We  would  Hke,  at  World 
Vision,  to  thank  you  for  the  opportunity  to  speak  before  the  com- 
mittee on  the  subject  of  reform  of  foreign  assistance. 

Given  the  extraordinarily  expansive  subject  and  the  complexity 
of  the  legislation,  I  would  like  to  focus  my  attention  on  what  I 
know  best  and  what  World  Vision  is  deeply  involved  in  in  many 
countries.  Though  we  are  primarily  a  development  agency,  I  would 
like  to  focus  attention  today  on  the  growing  number  of  complex  hu- 
manitarian emergencies  which  in  the  3V2  years  I  served  in  the 
Bush  administration  I  was  responsible  for  dealing  with  from  the 
humanitarian  perspective. 

These  emergencies,  we  believe  at  World  Vision,  present  the  West- 
ern democracies  with  one  of  the  central  challenges  to  the  world 
order.  Evidence  suggests  that  these  emergencies  will  be  heavily 
concentrated  in  three  areas  of  the  world:  Africa,  the  Middle  East, 
and  the  newly  independent  states  of  the  Commonwealth  of  Inde- 
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pendent  States.  The  number  of  these  emergencies  increased  from 
an  average  of  5  per  year  between  1978  and  1985  to  20  this  year. 
Last  year  there  were  17  and  this  year  there  were  20.  There  is  a 
geometric  increase  going  on  of  these  emergencies. 

Senator  Sarbanes.  How  are  you  defining  an  emergency? 

Mr.  Natsios.  a  complex  humanitarian  emergency  has  four  defin- 
ing characteristics.  The  first  is  that  the  national  economy  unravels. 
You  usually  see  a  huge  decline  in  the  gross  national  product. 

The  second  is  there  is  a  collapse  of  central  political  authority  or 
a  deterioration  of  the  authority  of  the  central  government.  It  may 
not  collapse,  but  as  in  the  case,  for  example,  of  Zaire  where  there 
is  certainly  a  complex  emergency,  the  national  government  is  not 
in  control  of  the  provinces  or  the  country. 

The  third  is  that  there  is  a  humanitarian  crisis  where  large  num- 
bers of  people's  lives  are  at  risk  of  disease  and  starvation. 

And  fourth,  the  security  situation  has  become  a  g^eat  impedi- 
ment to  civil  society  where  law  and  order  has  broken  down.  There 
may  be,  in  fact,  a  political  conflict  in  the  country  between  various 
militia  groups. 

When  those  four  are  present  in  large  measure  you  have  a  com- 
plex humanitarian  emergency. 

The  Office  of  Foreign  Disaster  Assistance,  which  I  ran  for  2y2 
years  and  was  responsible  for  for  another  year,  had  its  expendi- 
tures increased  from  $48  million  when  I  started  to  over  $200  mil- 
lion in  the  last  fiscal  year.  Ninety  percent  of  OFDA's  budget  is 
spent  on  complex  humanitarian  emergencies,  not  on  natural  disas- 
ters. 

Now,  it  seems  to  me,  given  my  experience  both  in  the  Bush  ad- 
ministration and  now  as  vice  president  of  World  Vision,  that  the 
central  problem  that  we  are  facing  in  these  emergencies  is  not  on 
how  to  stop  people  from  starving  to  death.  We  know  how  to  do 
that.  We  did  it  in  Somalia  in  spite  of  a  verv  chaotic  situation  after 
the  military  arrived.  Second,  we  do  know  now  to  restore  order.  It 
takes  troops.  There  are  ways,  if  you  give  the  U.N.  proper  equip- 
ment and  a  proper  number  of  troops,  that  you  can  restore  order  in 
a  chaotic  situation. 

We  do  know  what  works  in  economic  development.  AID  has  had 
a  lot  of  experience  in  that.  There  are  certainly  debatable  issues,  but 
there  has  been  a  lot  of  success  in  Asia  and  in  some  Latin  American 
countries  in  economic  development. 

Of  the  four  disciplines  that  we  deal  with  in  complex  emergencies, 
we  do  understand  how  to  respond  except  for  the  issue  of  political 
development.  AID,  the  State  Department,  the  U.N.,  and  the  inter- 
national community  have  not  done  very  well  on  the  issue  of  restor- 
ing collapsed  or  deteriorated  national  political  authority  in  a  coun- 
try which  is  in  the  middle  of  a  crisis.  There  is  a  reason  for  that. 
The  increase  in  the  number  of  emergencies  has  caught  us  by  sur- 
prise. We  did  not  expect  that  national  political  authority  would  be 
the  central  focal  point  of  our  failure  in  terms  of  responding  to  com- 
plex emergencies. 

Now,  what  the  legislation  seeks  to  do  is  to  add  in  the  component 
of  political  development.  They  call  it  democratization.  I  think  that 
is  too  narrow  a  term.  This  is  not  just  a  case  of  moving  toward 
democratic  government.  In  many  cases  it  is  moving  toward  a  gov- 
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ernment  of  some  kind.  Three  countries  in  the  world  have  no  gov- 
ernment whatsoever:  Liberia,  SomaHa,  and  Afghanistan.  There  is 
every  reason  to  believe  they  are  not  going  to  find  a  government  in 
the  next  couple  of  years.  It  does  not  look  like  it  is  on  the  horizon. 

The  reality  is  that  we  have  not  developed  the  tools  essential  to 
reestablish  political  authority  in  a  civilized  way  in  countries  in  cri- 
sis. And  so  the  bill  does  deal  with  political  development  but  in  a 
very  inadequate  way.  This  section,  in  my  view,  needs  to  be  broad- 
ened beyond  just  democratization. 

Democratization  to  some  people  in  AID  means  election  monitor- 
ing and  a  few  spinoffs  from  that  like  aid  to  new  legislative  bodies, 
legislative  procedure,  and  legislative  management.  It  is  far  beyond 
that.  It  is  creating  the  institutions  of  civil  society  which  are  gone 
in  20  of  the  countries  of  the  world  right  now. 

Now,  the  issues  are  there  that  we  need  to  deal  with  in  the  area 
of  political  development,  and  AID  in  my  view  and  in  World  Vision's 
view  ought  to  be  charged  with  the  responsibility  of  carrying  out  the 
political  development  mandate.  The  problem  is  it  has  two  weak- 
nesses in  this  area.  The  first  is  it  moves  with  tortoise-like  speed 
when  it  comes  to  development  programs.  It  does  a  wonderful  job 
in  designing  things  in  theory  and  it  has  a  big  problem  in  imple- 
menting things,  particularly  in  a  speedy  fashion  which  is  what  you 
need  in  major  crises. 

The  second  is  that  the  staff  that  has  been  recruited  over  the  last 
20  or  30  years  in  AID  is  essentially  human-needs  people,  many  of 
whom  came  out  of  the  Peace  Corps,  and  second  academic  econo- 
mists, both  of  whom  are  needed.  World  Vision  does  a  lot  of  human 
needs  work  and  we  do  economic  development  work,  and  we  under- 
stand the  central  importance  of  that.  But  without  political  sci- 
entists and  experts  in  political  development  we  will  not  have  a  sta- 
ble environment  to  carry  out  economic  reforms  or  to  provide  for 
basic  human  needs. 

There  are  58  million  people  who  are  at  risk  of  starvation  in  these 
complex  emergencies  over  the  world  in  the  last  fiscal  year;  58  mil- 
lion people  is  an  awful  lot  of  people  at  risk.  And  it  is  because  politi- 
cal authority  has  collapsed  in  those  countries. 

Now,  Brian  Atwood  has  done  something  that  we  heartily  en- 
dorse. It  may  be  one  of  the  most  important  innovations  of  his 
administratorship,  even  though  it  is  not  widely  known,  and  that  is 
the  creation  of  the  Office  of  Transition  Initiatives  which  would  seek 
to  deal  with  this  issue  in  one  office.  The  office,  however,  has  had 
a  rocky  start.  I  saw  the  initial  draft  of  the  mandate  of  that  office 
and  it  has  been  significantly  circumscribed  by  bureaucratic  in-fight- 
ing  since  he  created  it  by  staff,  both  at  the  State  Department  in 
the  regional  bureaus  and  in  AID,  saying  this  is  our  business,  not 
the  bureau  business  where  it  was  put.  So  there  is  a  lot  of  in-fight- 
ing  around  it. 

I  think  that  if  they  are  going  to  be  serious  about  political  devel- 
opment, particularly  in  crisis  situations,  we  need  to  strengthen  the 
language  in  this  bill  for  AID  to  carry  out  this  function,  one,  and 
second,  to  be  carried  out  specifically  in  the  office  that  has  been  cre- 
ated to  deal  with  it. 

Now,  I  would  like  to  deal  quickly  with  three  operational  prob- 
lems OFDA  is  having,  it  had  when  I  was  there,  it  has  now,  it  has 
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not  changed  as  a  result  of  the  change  in  administration.  The  first 
is  while  OFD's  budget  has  gone  up  almost  500  percent  its  staff  has 
declined  by  20  percent.  Now,  the  current  administration  is  intend- 
ing to  increase  by  four  the  number  of  staff  people  in  OFDA.  In  my 
view,  that  is  grossly  inadequate  to  do  the  job  it  is  required  to  do. 

The  second  problem  is  the  budget  process.  As  the  budget  has  in- 
creased, 0MB  and  the  Budget  Office  of  AID's  oversight  into 
OFDA's  work  has  increased.  That  is  fine.  The  problem  is  it  is  now 
slowing  down  needed  money  going  through  that  office  out  to  the 
NGO  community  and  to  the  U.N.  and  the  ICRC  to  do  their  work 
in  complex  emergencies.  We  suggest  that  there  be  a  25  percent 
automatic  allocation  of  OFDA's  appropriated  budget  each  quarter, 
as  is  done  for  many  Federal  agencies.  It  is  not  done  for  OFDA.  Of 
all  offices  in  the  Federal  Government,  OFDA  should  have  an  auto- 
matic amount  of  money  that  it  gets  each  quarter  that  can  be  guar- 
anteed it  will  get  from  its  appropriated  amount  of  money. 

The  third  problem  is  the  question  of  prevention,  mitigation,  and 
preparedness.  It  is  much  cheaper  to  deal  with  a  crisis  and  much 
more  humane  because  people  die  in  the  middle  of  crises.  If  you  can 
prevent  the  crisis  from  happening  you  can  usually  save  lots  of  peo- 
ple's lives.  The  problem  is  that  the  mandate  of  OFDA  in  the  area 
of  PMP,  as  we  call  it,  is  weak  in  the  legislation.  It  is  suggested, 
it  is  not  elaborated,  and  more  importantly,  it  is  not  mandated  for 
the  whole  Agency.  And  the  problem  is  the  regional  bureaus  for 
years,  under  three  administrations  now,  have  refused  to  accept 
their  responsibility  for  integrating  into  development  programs  pre- 
vention, mitigation,  and  preparedness  initiatives. 

If  you  look  at  the  major  natural  disaster  and  manmade  disaster 
risk  countries  of  the  world  there  is  very  little  in  any  of  the  develop- 
ment programs  of  AID  that  speaks  to  those  risks.  I  think  that  is 
a  very  serious  shortcoming  and  makes  sustainable  development 
questionable.  This  is  not  a  suggestion  for  a  new  mandate,  it  is  a 
suggestion  that  we  redefine  the  word  sustainable  to  include  preven- 
tion, mitigation,  and  preparedness  measures,  because  if  you  invest 
in  an  earthquake-risk  country  in  heavy  infrastructure  and  you  do 
not  have  something  that  deals  with  earthquake  resistance  in  the 
design  then  you  are  wasting  the  money  because  eventually,  as  we 
saw  in  Los  Angeles,  the  investment  can  be  collapsed  in  a  matter 
of  a  couple  of  minutes. 

Those  are  my  comments. 

[The  prepared  statement  of  Mr.  Natsios  follows:] 

Prepared  Statement  of  Mr.  Natsios 

We  at  World  Vision  would  like  to  thank  the  committee  and  you  Mr.  Chairman 
for  the  opportunity  to  testify  today  on  the  reform  of  U.S.  Foreign  Assistance. 

Given  the  extraordinarily  expansive  subject  and  the  complexity  of  the  legislation 
I  would  like  to  focus  my  attention  on  a  subject  with  which  I  am  most  familiar  and 
in  which  World  Vision  is  deeply  involved  and  that  is  growing  number  of  localized 
conflicts  of  incredible  violence  and  brutality  and  the  complex  humanitarian  emer- 
gencies which  result  from  them.  Senator  Moynihan  has  dealt  with  this  issue  in  a 
new  book  on  the  subject  as  has  Alvin  Tofler.  Robert  Kaplan  in  the  latest  issue  of 
the  Atlantic  Monthly  has  drawn  a  nightmare-like  picture  of  chaos  in  the  21st  cen- 
tury in  the  developing  world  which,  while  exaggerated,  has  a  good  deal  of  truth  to 
it. 

These  emergencies  we  believe  present  the  western  democracies  with  one  of  the 
central  challenges  of  the  new  world  order.  In  designing  any  bill  you  must  to  some 
degree  be  prophetic,  but  particularly  so  now  as  this  bill  comes  at  a  time  of  great 
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ferment  in  the  international  system:  what  the  new  order  of  things  will  bring  is  not 
at  all  clear.  Is  the  current  explosion  of  ethnic  and  religious  conflict  a  temporary  or 
a  permanent  condition?  We  believe  that  it  will  be  a  permanent  feature  of  the  inter- 
national system  for  some  time  and  therefore  should  be  a  focus  of  any  foreign  assist- 
ance reform. 

One  problem  with  the  draft  legislation  is  that  it  assumes  a  relatively  stable  envi- 
ronment within  which  the  international  community  will  be  working  in  developine 
countries  over  the  next  several  decades.  In  fact  the  environment  will  likely  be  much 
more  chaotic  and  insecure,  with  a  very  unstable  and  difficult  work  environment. 
Sustainable  development  is  extraordinarily  difficult  if  not  impossible  in  the  middle 
of  a  complex  humanitarian  emergency. 

The  evidence  suggests  complex  humanitarian  emergencies  will  be  more  heavily 
concentrated  in  the  Commonwealth  of  Independent  States,  the  Middle  East  and  Af- 
rica. The  political  situation  in  these  countries  in  crisis  will  likely  change  quickly, 
security  will  be  a  much  more  serious  problem  both  from  the  collapse  of  order  and 
from  politically  or  ethnically  motivated  violence,  and  we  may  see  more  and  more  so- 
cieties actually  regressing,  not  just  standing  still.  These  factors  will  profoundly  af- 
fect the  relevance  of  USAID  and  the  way  in  which  it  does  business. 

Outside  the  Bureau  of  Humanitarian  Response,  which  contains  Food  for  Peace 
and  the  Office  of  Foreign  Disaster  Assistance,  USAID  has  shown  little  skill  in  crisis 
management,  particularly  at  the  program  level,  or  in  the  operational  skills  needed 
to  manage  fast  moving,  unpredictable  events.  I  would  like  to  spend  some  time  on 
some  of  tne  problems  of  managing  crises  and  of  program  implementation  in  complex 
emergencies  which  if  they  are  not  dealt  with  will  make  USAID  irrelevant  in  the  new 
world  order.  USAID  has  been  widely  praised  for  its  fine  design  and  theoretical  work 
and  properly  criticized  for  its  Byzantine  turf  fights,  implementation  problems  and 
inability  to  act  with  dispatch  when  time  is  essential.  In  our  view  it  is  in  the  imple- 
mentation stage  where  USAID  most  frequently  falls  short. 

It  is  not  an  anomaly  that  a  significant  shift  has  taken  place  in  the  past  few  years 
from  spending  on  development  to  spending  on  relief  by  the  spiecialized  United  Na- 
tions Agencies,  donor  countries  and  non-governmental  organizations.  The  number  of 
complex  emergencies  has  increased  from  an  average  of  five  per  year  between  1978- 
1985  to  20  this  year.  The  expenditures  of  the  Office  of  Foreign  Disaster  Assistance 
(OFDA),  which  do  not  include  food  aid  for  disaster  victims,  has  increased  from  $48 
million  in  FY  1989  to  over  $200  million  in  FY  1993.  Over  90%  of  the  OFDA's  budget 
is  spent  on  complex  humanitarian  emergencies  not  on  natural  disasters. 

Complex  humanitarian  emergencies  nearly  all  include  crisis  in  four  areas:  the  col- 
lapse of  political  authority,  the  unraveling  of  the  national  economy,  a  humanitarian 
crisis  where  large  number  of  people's  live  are  at  risk  from  disease  and  starvation, 
and  a  security  situation  where  order  has  broken  down.  We  have  developed  in  the 
international  community  a  good  deal  of  experience  in  addressing  each  of  these  four 
elements  as  well  as  the  institutional  mechanisms  for  carrying  out  our  responses  to 
these  emergencies  with  one  notable  exception:  the  collapse  ofpolitical  authority. 

During  the  cold  war  our  national  security  goals  were  different  and  the  contain- 
ment strategy  we  pursued  focused  our  attention  on  the  Soviet  threat  as  our  primary 
foreign  policy  concern.  We  took  sides  and  fought  the  fight.  We  are  facing  an  increas- 
ing number  of  crises  where  there  are  no  sides  to  take,  and  even  when  there  are  it 
may  be  unwise  for  us  to  take  them.  In  the  cold  war  context  there  were  usually  two 
sides — east  and  west — and  country  elites  would  guide  their  countries  to  either  side 
of  the  cold  war  divide.  Many  of  the  members  of  the  national  elites  in  most  complex 
emergencies  are  either  dead,  traumatized,  and  in  exile.  They  are  in  any  case  with- 
out any  or  at  least  reduced  authority  to  negotiate  a  political  settlement,  let  alone 
enforce  it,  or  create  a  process  of  national  reconciliation.  Under  these  circumstances 
the  traditional  State  Department  diplomatic  approach  to  confiict  resolution  is  of  lit- 
tle use.  Increasingly  the  elites  State  seeks  to  negotiate  with  in  these  emergencies 
have  no  control  or  authority  over  the  populations  in  their  respective  societies,  popu- 
lations which  will  determine  whether  the  negotiations  will  ever  make  any  dif- 
ference. 

The  legislation  properly  speaks  of  the  importance  of  democratization  and  conflict 
resolution.  It  does  not  clearly  explain  whether  State  or  USAID  is  responsible  for  car- 
rying out  the  democracy  mandate,  nor  what  that  mandates  includes  in  any  detail. 
More  to  the  point  the  term  democratization  is  much  too  limiting:  political  develop- 
ment would  be  more  descriptive.  What  most  complex  emergencies  need  is  a  strategy 
for  restoring  political  authority  to  national  institutions,  starting  the  process  ofpoliti- 
cal development  over  again  or  maybe  starting  it  from  scratch  because  it  never  was 
allowed  by  autocratic  or  totalitarian  governments  from  beginning  in  the  first  place, 
recreating  mediating  institutions  to  allow  warring  ethnic,  tribal  and  religious  groups 
to  deal  with  one  another  without  violence,  and  reconciling  entire  populations  which 
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have  a  nearly  psycho  pathetic  hatred  for  each  other,  hatred  which  makes  civil  society 
impossible.  These  objectives  can  not  be  easily  carried  out  by  the  State  Department, 
which  does  not  prepare  even  its  most  skilled  senior  diplomats  to  design  and  manage 
the  funding  ana  the  programs  needed  to  reach  these  objectives.  State  tends  to  focus 
on  more  short  term  goals,  using  nuanced  language  and  pressing  certain  levers  of 
power  which  will  change  elites  behaviors,  levers  and  language  which  don't  exist  any 
more. 

USAID  should  own  the  democratization  and  political  development  objectives  be- 
cause it  does  have  experience  in  designing  and  managing  mufti-billion  dollar  long 
term  development  programs.  USAID  has  two  problems  with  carrying  out  these  ob- 
jectives however:  (1)  while  it  can  design  and  manage  programs  it  moves  with  tor- 
toise-like speed,  when  events  require  rapid  response  and  (2)  it  has  recruited  a  staff 
over  the  past  twenty  years  of  economists  and  human  needs  experts  when  what  are 
now  needed  in  addition  are  political  scientists  and  political  development  exf)erts, 
disciplines  in  short  supply  in  the  Agency.  Reconfiguring  the  regional  bureaus  and 
recruiting  the  career  staff  needed  to  carry  out  these  new  functions  will  take  time, 
time  we  don't  have.  I  presume  that  is  why  Brian  Atwood  created  the  OfTice  of  Tran- 
sition Initiatives  (OTI),  perhaps  the  most  significant  innovation  of  his  tenure  in  of- 
fice. OTI  would  focus  in  one  office  the  expertise  needed  for  USAID  to  develop  these 
new  skills,  with  a  much  more  rapid  turn  around  time  in  program  design.  It  is  prop- 
erly placed  in  the  Bureau  which  contains  Food  for  Peace  and  the  Ofiice  of  Foreign 
Disaster  Assistance,  the  sister  offices  which  deal  with  complex  emergencies. 

We  enthusiastically  endorse  the  creation  of  OTI  and  the  conceptional  framework 
behind  it.  OTI  is  the  only  near  term  hope  the  Agency  has  to  deal  with  the  political 
development  challenges  of  the  new  world  order.  The  only  difficulty  we  see  are  bu- 
reaucratic: the  office  was  nearly  still  born,  emasculated  by  bureaucratic  turf  battles. 
If  one  compares  the  initial  draft  charter  of  the  office  from  the  summer  of  1993  with 
its  current  mandate  a  serious  erosion  has  taken  place  of  its  original  purpose,  which 
now  excludes  crisis  prevention.  The  Foreign  Service  Officers  Association  opposed  its 
creation.  Some  memoers  of  the  NGO  community  itself  have  not  risen  to  its  defense, 
indeed  some  NGO's  are  unenthusiastic  about  diemocratization  programs  in  USAID. 
We  believe  that  political  development  initiatives  by  USAID  are  essential  if  we  in 
the  NGO  community  are  going  to  have  the  stability  we  need  to  carry  out  our  work. 
If  OTI  is  restricted  to  election  monitoring  and  other  very  narrowly  defined  democra- 
tization measures  we  will  have  lost  a  great  opportunity  to  strengthen  the  institu- 
tional tools  available  to  stimulate  political  development,  implement  peace  accords  in 
conflict  situations,  prevent  and  mitigate  complex  emergencies  before  they  explode 
and  whole  countries  descend  into  chaos. 

This  legislation  needs  to  be  amended  to  expand  with  clear  definition  the  mandate 
of  USAID  in  democratization  generally,  crisis  prevention  initiatives,  the  operational 
implementation  of  peace  accords,  ana  support  for  countries  in  transition  between 
authoritarian  governments  and  democracy.  These  mandates  should  not  be  assigned 
by  bureaucratic  turf  fights,  which  is  what  will  happen  if  Congress  does  not  clarify 
roles  in  the  legislation.  I  am  not  arguing  here  for  micromanagement  of  the  Agency's 
work,  but  leaving  its  mandates  vague  and  ill-defined  will  put  it  at  a  distinct  dis- 
advantage in  turf  fights  within  national  security  apparatus  of  the  U.S.  government. 

The  existing  disaster  response  mechanisms  within  USAID  are  among  its  most  ad- 
mired and  effective  work  but  are  showing  the  same  strains  other  disaster  relief  of- 
fices are  showing  under  the  massive  increase  in  the  number  of  complex  emergencies. 
These  problems  need  to  be  addressed  some  through  administrative  changes,  some 
legislatively,  if  the  United  States  government  is  continue  to  provide  leadership  in 
responding  to  complex  humanitarian  emergencies.  As  a  PVO  we  have  a  deep  inter- 
est in  food  aid,  a  subject  not  covered  in  this  testimony  because  PL  480  is  not  part 
of  this  legislation. 

The  number  of  full  time  equivalent  positions  in  OFDA  and  Food  for  Peace  (FFP) 
have  declined  over  the  past  three  years  as  the  number  and  complexity  of  these 
emergencies  has  increased.  With  a  500%  increased  in  OFDA  spending  over  the  past 
five  years  the  FTE  stafi"  has  decline  by  20%,  replaced  oy  contractors.  This 
understaffing  has  seriously  affected  USAID's  ability  to  respond  quickly  to  these 
emergencies  and  participate  in  policy  debates  on  these  emergencies  at  State  and  the 
National  Security  Council.  While  lour  more  positions  are  proposed  this  year  for 
OFDA,  this  is  no  where  near  enough.  We  recognize  the  constraints  on  operating  ex- 
pense funding  for  USAID  and  the  downsizing  of  the  agency.  Shouldn't  staff  be  as- 
signed where  budget  are  remaining  fully  funded  or  increasing?  Have  the  regional 
bureaus  which  have  taken  such  a  lai^e  cut  in  program  funding  in  this  current  fiscal 
year  taken  an  equivalent  reduction  in  staffing?  You  can  not  in  the  text  of  the  legis- 
lation assign  staffing  to  one  office  or  another,  but  you  should  be  aware  that  without 
proper  stalling  the  emergency  offices  can't  do  their  jobs. 
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The  second  problem  facing  OFDA  is  in  the  budget  process  itself.  As  the  budget 
of  OFDA  has  increased  so  nave  the  delays  in  the  transfer  of  appropriated  funds 
from  both  the  budget  office  of  USAID  and  0MB,  delays  which  have  begun  to  impair 
the  work  of  the  oflice.  The  oversight  of  these  two  offices  is  certainly  important,  but 
the  work  of  OFDA  which  is  time-sensitive  and  very  focussed  narrowly  on  relief  and 
rehabilitation  should  not  be  impaired  by  it.  The  situation  has  not  improved  with  the 
change  of  administrations.  We  suggest  an  automatic  quarterly  allocation  system  be 
written  into  the  text  of  the  legislation  which  would  transfer  directly  from  0MB  to 
OFDA  at  the  beginning  of  each  quarter  25%  of  its  appropriation,  with  a  quarterly 
report  from  OFDA  to  both  budget  offices  on  how  expenditures  were  made  in  the  pre- 
vious quarter. 

The  third  problem  which  needs  to  be  addressed  in  the  legislation  is  the  role  of 
prevention,  mitigation  and  preparedness  (PMP)  in  dealing  with  disasters  including 
droughts,  before  they  take  place  and  not  after  there  has  oeen  a  large  scale  loss  of 
life  or  a  country  has  fallen  into  chaos.  The  language  in  the  USAID  draft  does  not 
give  sufficient  force  to  this  concept.  Given  the  extraordinary  damage  done  when  a 
country  goes  through  a  civil  war  or  anarchy,  the  high  cost  of  responding  to  complex 
humanitarian  emergencies  after  they  take  place  and  the  much  less  expensive  cost 
of  prevention,  mitigation  and  preparedness  initiatives,  the  added  emphasis  in  the 
legislation  would  make  good  sense. 

More  to  the  point  the  regional  bureaus  in  USAID  have  shown  little  interest  with 
a  few  notable  exceptions  in  integrating  prevention,  mitigation  and  preparedness 
concepts  in  their  development  programs  in  countries  with  a  high  risk  of  natural  dis- 
aster. This  inattention  makes  much  of  the  Agency's  development  work  in  these 
countries  unsustainable  and  very  vulnerable.  Disaster  prevention  is  an  indice  of  de- 
velopment. The  recent  Los  Angeles  earthquake  would  have  killed  tens  of  thousands 
and  destroyed  whole  cities  had  it  taken  place  in  Latin  America,  and  yet  no  earth- 
quake preparedness  program  exists  in  USAID's  regional  bureau  portfolio  for  Latin 
America.  The  World  Bank  is  now  integrating  PMP  efibrts  into  its  development  pro- 
grams, something  the  Committee  might  consider  requiring  of  USAID,  not  as  another 
program  but  as  part  of  the  definition  of  sustainability. 

In  conclusion  we  would  add  one  caution  about  the  legislation.  The  obvious  attempt 
in  the  draft  is  to  make  a  general  statement  of  principles  and  not  focus  on  organiza- 
tional, structural  and  coordination  issues,  leaving  them  to  the  executive  branch  to 
consider.  It  is  on  these  issues  that  the  U.S.  government  is  most  vulnerable.  This 
bill  does  not  create  the  institutions  to  cope  with  the  painful  realities  of  the  new 
world  order,  it  leaves  it  to  the  executive  branch  to  do  that.  There  is  of  course  a  risk 
that  the  State  Department  will  win  the  turf  fights  and  so  politicize  USAID  that  its 
relief  and  sustainable  development  work  will  be  compromised. 

The  challenges  which  are  before  the  international  community  are  daunting  and 
some  of  the  more  pessimistic  assessments  of  life  in  the  developing  world  in  the  next 
century  are  frightening,  but  we  at  World  Vision  are  still  hopeful  that  the  next  cen- 
tury may  be  more  just,  decent,  and  peaceful  than  this  century  if  we  are  faithful  to 
our  calling  and  ministry  as  Christians. 

Senator  Sarhanes.  Thank  you  very  much.  We  thank  the  panel. 
I  have  just  a  couple  of  questions  that  I  want  to  put  to  you,  then 
I  will  yield  to  Senator  Kassebaum. 

I  take  it  none  of  vou  see  in  this  legislation  a  radically  new  ap- 
proach to  foreign  aid,  would  that  be  correct?  [Panelists  nod  affirma- 
tively.! 

This  essentially  is  staying  within,  roughly  speaking,  the  guide- 
lines that  we  have  been  following,  would  you  agree  with  that? 
[Panelists  nod  affirmatively.] 

Does  anyone  disagree  with  that?  [Panelists  nod  negatively.] 

Well,  if  you  are  doing  a  radically  new  approach,  I  can  understand 
how  you  would  just  repeal  everything,  wipe  it  off  and  try  to  put 
something  very  different  in  its  place.  One  of  the  difficulties  that  I 
perceive  we  have  here  in  repealing  and  basically  staying  with  the 
same  approach  is  a  lot  of  time  and  effort  is  going  to  be  spent  on 
what  is  it  that  is  being  repealed.  I  mean,  we  are  going  to  have  to 
scrub  back  through  this  thing  to  see  what  is  being  knocked  out. 

It  really  raises  the  question  whether  an  approach  that  identified 
changes  that  needed  to  be  made  in  the  existing  arrangements  and 
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did  the  changes  but  did  not  wipe  everything  off  giving  you  then  the 
task  of  working  your  way  through  all  of  that  might  in  fact  achieve 
as  much  or  get  you  further,  actually  get  you  further  ahead.  Does 
anyone  have  any  reaction  to  that?  I  would  be  interested  in  your  re- 
action to  that  observation. 

Ms.  Capps.  I  will  give  it  a  try.  There  are,  of  course,  various  ways 
of  approaching  reform.  One  is,  as  you  suggest,  to  go  through  cur- 
rent legislation  and  update  it.  Our  basic  feeling  has  been  that  there 
is  a  need  for  reform  that  adapts  a  foreign  aid  program  which  was 
developed,  or  the  basic  legislation  for  which  was  developed,  in  1961 
to  a  post-cold  war  perspective.  And  our  community  has,  therefore, 
called  for  and  supported  foreign  aid  reform. 

On  the  other  hand,  I  think  you  are  right  that  in  terms  of  this 
legislative  proposal  while  in  some  ways  it  does  strike  out  in  some 
new  directions  and  it  gives  greater  emphasis,  for  instance,  to  de- 
mocracy-building initiatives,  in  many  ways,  though,  it  does  look  a 
lot  like  the  legislation  that  is  on  the  books  now.  So  it  is  a  mix.  And 
we  also  are  having  difficulties  sorting  out  exactly  what  is  being  re- 
pealed, what  authorities  are  still  there  from  previous  legislation, 
and  trying  to  weigh  those  in  terms  of  a  new  approach. 

I  will  say  we  do  support  strongly  the  emphasis  on  sustainable  de- 
velopment as  a  focus  for  the  Agency  for  International  Development. 
We  think  it  is  important  to  reassert  that  as  the  main  objective  at 
this  point.  And  while  we  share  some  of  the  concerns  of  John  that 
the  poverty  alleviation  aspect  of  sustainable  development  perhaps 
does  not  come  through  strongly  enough,  we  do  think  that  it  is  im- 
portant to  have  that  focus  on  poverty  alleviation  within  the  context 
of  environmentally  sustainable  programs. 

And  we  also  support  very  strongly  the  language  in  this  draft  that 
emphasizes  the  importance  of  popular  participation,  because  in  the 
view  of  our  organizations  that  is  finally  what  it  comes  down  to.  A 
program  is  sustainable  only  if  the  people  who  are  intended  bene- 
ficiaries of  the  program  have  a  major  role  in  determining  what  that 
program  will  be. 

Senator  Sarbanes.  Thank  you.  John? 

Mr.  Sewell.  Senator,  let  me  take  a  cut  at  your  question  which 
is  a  very  good  one.  It  seems  to  me  that  the  committee  and  the  Con- 
gress can  go  in  one  of  two  directions.  Either  you  take  this  bill  in 
its  broad  framework  for  post-cold  war  foreign  policy  or  you  have  to 
consider  doing  development  more  today  much  differently.  This  is 
why  the  question  of  the  truth  is  in  the  details  is  very  important. 

I  do  not  know  yet,  what  USAID  is  really  going  to  do,  because  I 
have  not  seen  country  allocations,  and  I  have  not  seen  allocations 
by  programs  in  the  actual  budget.  I  assume  we  are  going  to  see 
that  in  the  country  programming  documents  in  a  few  weeks  when 
they  come  out.  And  I  do  not  know  which  are  the  50  countries  that 
Brian  Atwood  talks  about  that  are  committed  to  sustainable  devel- 
opment. 

Nevertheless,  Congress  must  either  push  the  administration  so 
that  the  State  Department  and  the  traditional  foreign  affairs  appa- 
ratus really  do  focus  on  the  priorities  in  this  bill  rather  than  the 
traditional  priorities,  or  Congress  must  take  quite  a  different  ap- 
proach. Such  an  approach  would  be  to  look  at  the  world  on  which 
this  bill  is  designed  to  have  an  impact  and  realize  that  for  large 


77 

parts  of  what  we  used  to  call  the  developing  world — almost  all  of 
East,  Southeast,  and  parts  of  South  Asia,  and  good  parts  of  Latin 
America — traditional  foreign  aid  programs  are  irrelevant. 

What  really  is  important  is  the  openness  of  the  world  trading 
svstem,  the  availability  of  capital,  and,  of  course,  the  decisions  of 
those  countries  themselves  about  what  kinds  of  economic  policies 
they  adopt  internally.  Then  we  can  focus  an  aid  program,  or  a  bi- 
lateral aid  program,  on  a  set  of  achievable  propositions  of  the  kind 
that  Senator  Simpson  and  Senator  Bingaman  outlined.  It  has  to  be 
a  different  operation. 

The  bill  should  focus  on  what  USAID  or  its  successor  will  do,  and 
look  to  the  Grovemment — if  it  is  seriously  going  to  be  engaged  in 
a  post-cold  war  foreign  policy  debate — on  how  it  coordinates  poli- 
cies across  agencies  on  issues  such  as  environment,  drugs,  and  mi- 
gration; and  how  it  deals  with  major  international  financial  institu- 
tions, which  now  will  include  a  new  trade  organization. 

If  that  does  not  happen,  and  if  we  do  not  believe  that  sustainable 
development  in  its  very  broad  ramifications  is  a  main  focus  of  U.S. 
foreign  policy — which  is  why  a  number  of  us  feel  that  language  has 
to  be  right  up  front  in  the  bill  rather  than  iust  on  title  I — then  vou 
need  a  foundation  such  as  a  bilateral  aid  agency  about  whicn  a 
number  of  us  have  talked  and  on  which  we  have  made  a  number 
of  proposals  in  the  past. 

Senator  Sarbanes.  Mr.  Bissell. 

Mr.  Bissell.  There  is  an  agenda  item  in  these  two  bills  that  is 
not  generally  spoken  out  loud.  We  have  debated  in  past  years 
whether  we  can  get  away  fi*om  an  assistance  program  that  is  fo- 
cused on  country-by-country  issues  and  actually  look  at  global  de- 
velopment issues. 

There  is  language  in  this  bill  that  could  sustain  that  transfer  of 
perspective,  that  there  are  certain  key  issues  in  sustainable  devel- 
opment that  the  United  States  wants  to  address  in  partnership 
with  developing  countries,  among  them  population,  food  security, 
women's  education,  and  others,  and  that  if  the  program  were  car- 
ried out  to  target  those  issues  as  opposed  to  ending  up  being  sliced 
up  among  a  series  of  country  foreign  policy  priorities,  it  would  be 
worth  fighting  for.  In  other  words,  there  would  be  reason  to  rewrite 
it  along  the  lines  that  they  have  here. 

Whether  or  not  that  is  achievable  will  be  a  function  both  of  the 
congressional  presentation  coming  up,  how  that  is  presented,  and 
the  kind  of  dialog  that  then  ensues  between  the  administration  and 
the  Congress  over  how  we  decide  on  priorities,  where  is  the  money 
being  allocated,  and  what  kinds  of  reporting  do  you  want.  If  it  ends 
up  going  back  into  the  country-by-country  format  on  one  side  of  the 
matrix  with  development  problems  down  the  other,  you  are  right, 
there  won't  be  much  change  in  the  way  we  do  business.  I  am  not 
sure  why  one  would  invest  a  lot  of  time  in  it. 

Mr.  Natsios.  Let  me  add  perhaps  a  different  perspective  on  it. 
My  observation,  from  working  in  AID  those  4  years,  was  that  the 
problem  AID  has  is  in  implementation  and  management.  There  are 
certain  problems  that  the  legislation  certainly  presents  in  terms  of 
constraints  on  the  Agency,  in  terms  of  earmarks  and  that  sort  of 
thing.  The  Agency  talked  a  lot  about  that  when  I  was  there,  the 
career  people,  about  that  being  a  central  problem. 
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I  do  not  think  that  was  a  central  problem.  I  think  the  central 
problem  was  who  ran  the  Agency,  how  decisions  were  made,  and 
low  they  were  carried  out,  which  are  managerial  issues.  And  un- 
ess  you  change  the  kinds  of  people  you  recruit  into  the  Agency — 
who  you  recruit  into  any  institution  profoundly  affects,  regardless 
of  what  the  mandate  of  the  Agency  is  or  the  legislation  that  covers 
it,  who  you  recruit  profoundly  affects  how  the  institution  is  run. 

You  cannot  expect  economists  to  be  experts  in  political  develop- 
ment, for  example,  or  human  needs  people  who  are  Peace  Corps 
workers  to  be  experts  in  how  you  do  macroeconomic  reform.  A  lot 
of  the  conflicts  in  the  Agency  are  a  result  of  changes  in  the  way 
in  which  the  Agency  has  recruited  people  over  the  years:  different 
kinds  of  people  do  view  the  world  differently. 

My  own  view  is  that  even  if  you  threw  away  the  old  legislation 
completely  and  started  from  scratch,  if  the  institution  still  exists 
with  the  same  people  then  they  will  find  ways  of  taking  the  legisla- 
tion that  you  write,  regardless  of  what  it  is,  and  reconfiguring  it 
to  meet  their  own  perception  of  reality,  not  in  any  sinister  way  but 
because  that  is  in  the  nature  of  all  bureaucracies. 

I  do  not  mean  this  in  a  demeaning  way,  but  they  take  what  they 
are  used  to,  what  they  are  experienced  with,  what  they  feel  com- 
fortable with,  and  that  is  what  they  do  in  their  work. 

Senator  Sarhanes.  Well,  I  think  that  is  an  interesting  observa- 
tion. We  have  an  agency  that  by  its  own  admission  has  such  inad- 
equate monitoring  systems  that  they  do  not  know  how  much  money 
they  have,  where  it  is  in  the  pipeline,  how  much  of  it  has  been  obli- 
gated, et  cetera,  et  cetera,  et  cetera.  As  you  listen  to  this  you  think 
it  is  just  a  breakdown  in  management. 

Now,  I  know  that  the  Congress  is  responsible  for  some  of  the  re- 
strictions, but  on  the  other  hand,  many  of  the  requirements  are 
part  and  parcel  of  making  the  programs  possible.  I  mean,  you 
would  not  be  able  to  command  support  in  some  of  these  areas  if 
you  did  not  have  the  requirements  that  are  actually  put  into  the 
law,  either  positive  or  negative,  depending. 

I  have  a  deep  concern  here.  We  are  going  to  spend  a  lot  of  time 
trying  to  figure  out  what  is  being  done  by  wiping  the  board  clean 
and  a  lot  less  time  on  identifying  the  positive  steps  that  need  to 
be  taken  to  smooth  out  the  process  and  enable  them  to  get  on 
about  their  business.  But  I  guess  that  is  for  us  to  wrestle  with 
here. 

I  take  it  you  were  all  drawn  into  the  consultation  process  more 
or  less  in  a  satisfactory  way.  Would  that  be  an  accurate  observa- 
tion? 

Mr.  Natsios.  The  NGO's  certainly  were,  in  a  very  methodical, 
comprehensive  way. 

[Mr.  Bissell  nods  affirmatively.] 

[Ms.  Capps  nods  affirmatively.] 

Senator  Sarbanes.  Thank  you.  Senator  Kassebaum. 

Senator  Kasskbaum.  I  would  like  to  go  back  to  the  coordination 
which,  certainly,  three  of  you  touched  on.  As  you  know,  that  has 
long  been  a  concern  of  mine,  not  of  the  interagency  coordination 
but  coordination  with  other  donors,  which,  Mr.  Sewell,  you  have 
spoken  to.  This  legislation  ends  the  Development  Coordination 
Committee,  which  was  not  a  particularly  active  committee. 
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But  I  share  your  concern  about  needing  to  have  some  type  of  co- 
ordination mechanism.  I  wonder  what  you  think  specifically  could 
be  done  to  improve  that  so  that  AID  does  become  an  important 
voice  in  interagency  considerations. 

Mr.  Sewell.  Let  me  suggest  several  things,  Senator.  First,  of 
course,  there  is  no  magic.  It  is  much  like  going  to  the  doctor  to  dis- 
cover why  you  are  having  difficulty  climbing  the  stairs,  and  he  tells 
you  to  lose  weight  and  quit  smoking.  You  are  only  going  to  coordi- 
nate if  you  want  to  be  coordinated.  It  takes  a  fair  amount  of  will 
power  to  do  so. 

If  I  remember  correctly,  the  never-released  Wharton  Report  rec- 
ommended a  interagency  committee  at  a  very  high  level — I  assume 
within  the  NSC — chaired  by  the  Deputy  Secretary  of  State  with  all 
of  the  principal  actors  involved.  That  is  as  good  as  you  are  going 
to  get,  assuming  that  anybody  wants  to  be  coordinated  or  feels  that 
the  White  House  wants  you  to  be  coordinated. 

I  would  think  there  is  a  very  strong  case  for  an  adjunct  to  the 
National  Security  Council  and  the  National  Economic  Council  per- 
haps in  the  form  of  a  coordinating  committee  on  development  is- 
sues chaired  at  a  very  high  level.  I  would  hope  that  the  Vice  Presi- 
dent would  be  involved  as  the  chair  because  of  his  recognized  ex- 
pertise in  this  particular  area.  That  is  as  good  as  you  are  going  to 
get,  it  seems  to  me. 

There  is  another  device  which  many  of  the  donors  have  used, 
specifically  on  input  into  the  multilateral  development  banks.  As 
vou  know,  the  executive  director  of  each  member  countries  has  to 
be  a  representative  of  the  finance  ministry;  in  our  case,  the  Treas- 
ury Department.  That  was  specified  in  the  bylaws  of  the  Bretton 
Woods  institutions,  if  I  remember  correctly. 

Many  other  governments  simply  have  the  development  agency 
name  the  alternate  executive  director.  In  the  case  of  the  United 
States  the  executive  director;  the  alternate  executive  director  would 
be  appointed  by  Treasury  from  USAID.  It  is  easy  to  do  by  agree- 
ment within  the  government  and  has  considerable  impact  on  co- 
ordination between  bilateral  and  multilateral  aid,  not  only  in  the 
World  Bank,  but  in  the  regional  development  banks. 

The  issue  of  donor  coordination,  of  course,  is  different.  There  are 
two  experts  on  my  right  today,  and  I  will  let  them  speak  to  it.  Let 
me  say,  however,  that  it  is  particularly  crucial,  it  seems  to  me,  in 
the  case  of  Africa.  And  this  is  another  issue  in  which  my  organiza- 
tion will  be  involved  in  trying  to  determine  how  we  rationalize  very 
scarce  bilateral  aid  to  Africa,  because  one  of  the  real  problems  in 
aid  to  Africa.  I  think  the  issue  of  donor  coordination  is  best  ap- 
proached functionally. 

Senator  Kassebaum.  Mr.  Bissell. 

Mr.  Bissell.  The  ultimate  model,  which  I  have  seen  a  number 
of  donors  use,  is  to  give  a  very  senior  person  in  the  State  Depart- 
ment the  job  of  being  responsible  for  all  international  aid  activities. 
And  whether  it  is  the  Deputy  Secretary  of  State  or  an  Under  Sec- 
retary of  State,  if  that  person  becomes  the  Under  Secretary  of  As- 
sistance and  has  direct  oversight  of  AID  among  the  other  activities 
of  other  agencies,  and  a  person  has  it  on  their  job  description  in 
a  Cabinet  ministry,  the  Cabinet  department  will  be  responsible  for 
that  kind  of  coordination. 
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Our  downfall,  frankly,  on  the  DCC  was  creating  something  out- 
side of  the  Cabinet  or  trying  to  give  to  AID  the  kind  of  authority 
that  could  not  force  somebody  from  powerful  Cabinet  departments 
to  show  up  at  the  meetings.  So  as  a  result  it  was  really  toothless 
from  the  start.  The  teeth  have  to  come  from  a  Cabinet  department. 
It  should  be  the  State  Department  to  take  on  the  responsibility. 

Senator  Kassebaum.  Well,  as  you  say,  the  effectiveness  is  only 
really  how  much  you  are  willing  to  recognize  the  importance  of  it 
and  give  it  an  effectiveness  that  will  work.  Otherwise,  you  could 
create  all  kinds  of  problems.  Ms.  Capps. 

Ms.  Capps.  Just  to  add  one  more  word  on  the  importance  of 
donor  coordination.  In  the  earlier  comments  that  we  sent  both  to 
the  Hill  and  the  administration,  we  called  very  strongly  for  the 
United  States  to  exercise  leadership  in  donor  coordination  and  in 
generating  commitment  to  certain  global  goals  that  have  already 
been  set  by  some  recent  international  conferences  such  as  the  Con- 
ference on  the  Environment,  Conference  on  Nutrition,  the  Con- 
ference on  Children.  There  are  out  there  what  we  see  as  a  whole 
series  of  sustainable  development  goals.  And  we  do  believe  it  is 
very  important  for  the  United  States  to  exercise  leadership  and  to 
mobilize  attention  and  commitment  of  other  governments  to  these 
goals  that  have  already  been  set. 

Senator  Kassebaum.  Well,  I  guess  it  is  not  the  goals  so  much 
that  have  troubled  me  in  the  past.  Maybe  it  gets  down  to  say  func- 
tion, population,  and  goals  that  are  broadly  agreed  to.  But  then 
how  are  thev  being  coordinated  in  the  country  which  you  are  ad- 
dressing? I  tnink  that  is  where  sometimes  it  falls  apart. 

I  do  not  know,  Mr.  Natsios,  if  you  have  any  observations,  because 
I  do  think  in  disaster  assistance,  certainly  on  the  whole,  it  has 
worked  fairly  well  in  coordination. 

Mr.  Natsios.  Let  me  add  two  comments,  first  on  donor  coordina- 
tion and  then  on  interdepartmental  coordination. 

We  had  an  informal  disaster  managers  group  that  the  EEC 
formed  with  us  3  or  4  years  ago.  Julia  Taft  did  the  same  thing  be- 
fore me.  I  presume  it  is  still  being  done.  It  was  an  informal  group 
of  donor  countries  that  did  a  lot  of  work  in  disaster  response  and 
complex  emergencies.  We  would  meet  twice  a  year.  It  was  very  in- 
formal. We  would  invite  the  U.N.  to  come  to  observe,  and  some 
NGO's,  but  it  was  not  a  formal  structure. 

Now,  the  problem  with  that  is  if  you  do  not  do  it  formally  then 
it  can  lapse  in  terms  of  its  utility.  We  found  it  extraordinarily  use- 
ful. I  think  it  should  be  created  as  a  subset,  perhaps,  of  one  of  the 
other  existing  international  coordination  mechanisms,  perhaps  as  a 
subcommittee.  That  has  not  been  done  yet,  and  it  seems  to  me  it 
needs  to  be  done. 

The  second  issue  is  within  the  government  itself  in  terms  of  cri- 
sis management.  My  observation  during  the  Bush  administration 
and  now  during  the  Clinton  administration  is  AID  is  brought  to  the 
NSC  table,  the  deputies  meetings  on  crises,  only  if  they  are  forced 
to.  AID  does  not  have  a  right  to  sit  down  and  explain  the  humani- 
tarian part  of  what  was  happening. 

I  was  called  in  during  Somalia  and  I  think  we  were  called  in  dur- 
ing the  Kurdish  emergency  in  northern  Iraq,  but  that  was  it.  The 
rest  of  the  time  the  State  Department  represented  us  which  is  a 
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problem,  because  they  do  not  understand  the  emergency  disciphne, 
in  my  view,  and  tended  to  pohticize  it,  not  in  a  malicious  way,  they 
just  do  not  understand  what  we  do,  why  we  do  it,  and  how  we  do 
it. 

I  think  a  standing  subcommittee  should  be  created  at  the  NSC 
on  crisis  management  in  these  20  complex  emergencies,  because  a 
lot  of  things  are  going  on  now  without  coordination  between  DOD 
and  OFDA  Food  for  Peace,  this  new  office  of  OTA,  the  Refugee  Pro- 
gram Office,  and  the  State  Department.  There  is  an  informal  net- 
work that  works,  but  when  senior  decisions  have  to  be  made  it  is 
usually  made  without  those  offices  being  represented  at  the  table 
in  a  serious  way. 

I  proposed  this  a  couple  of  other  places.  There  is  reluctance  in 
letting  AID  sit  at  the  deputies  table  at  the  NSC.  They  will  not  say 
that  to  you  publicly,  but  there  is  a  reluctance.  It  seems  to  me, 
given  that  we  are  experiencing  the  same  pattern  in  all  of  these 
emergencies,  we  ought  to  develop  in  one  group  some  expertise  on 
how  to  respond,  because  we  did  learn  a  lot  from  each  of  these  emer- 
gencies that  is  applicable  in  the  next  one.  And  that  experience  is 
not  being  shared  in  a  coordinated  senior  level  way. 

Senator  Kassebaum.  I  think  that  is  a  good  point.  Certainly,  we 
have  had  some  valuable  experiences  over  the  last  10  years  that 
should  give  us  some  clue  to  how  to  address  this. 

Senator  Sarbanes.  What  would  happen  if  AID  were  to  chair 
those  coordinating  committees?  That  would  certainly  get  you  to  the 
table,  would  it  not?  Would  that  work,  or  does  it  have  to  be  in  the 
NSC? 

Mr.  Natsios.  In  terms  of  the  emergencies? 

Senator  Sarbanes.  Yes. 

Mr.  Natsios.  I  think  it  would  have  to  be  for  the  NSC  because 
if  AID  calls  the  meeting  no  one  will  come.  They  do  not  have  the 
clout  or  the  authority  within  the  system  to  do  it,  and  it  should  be, 
it  seems  to  me,  through  the  mechanism  of  the  NSC. 

Senator  Kassebaum.  And  the  State  Department,  too,  I  assume. 

Mr.  Natsios.  Oh,  absolutely. 

Senator  Kassebaum.  There  has  always  been  that  uncertainty 
about  the  relationship  between  AID  and  State,  and  that  has  prob- 
ably gotten  a  little  cloudier. 

Mr.  Natsios.  The  State  Department  needs  to  be  there,  but  AID 
needs  to  be  there  next  to  them  and  not  be  represented  by  them. 

Senator  Kassebaum.  I  have  one  other  question.  Perhaps  it  is  to 
Ms.  Capps  and  Mr.  Natsios  particularly.  As  you  know,  current  law 
has  had  the  NGO's  contributing  20  percent  from  private  resources. 
Under  the  administration's  new  proposal  that  requirement  is 
dropped.  As  you  may  know,  I  have  always  felt  this  was  an  impor- 
tant part  of  sustaining  the  work  of  the  nongovernmental  organiza- 
tions, that  it  works  best  where  there  is  private  support  for  that 
work.  Otherwise,  it  almost  works  the  same  way  as  a  contractor. 

I  think  there  is  a  unique  difference  between  being  just  a  contrac- 
tor and  a  group  that  draws  on  private  support.  Both  of  you  rep- 
resent organizations  that  have  had  strong  private  support.  What  is 
your  feeling  about  that  provision?  Ms.  Capps? 

Ms.  Capps.  InterAction  and  its  staff*  certainly  stand  ready  to 
work  with  you.  Senator  Kassebaum,  in  developing  a  responsible 
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definition  of  what  involves  privateness.  We  are  certainly  concerned 
that  PVO's  are  and  that  they  remain  private  and  voluntary.  And 
one  of  the  ways  of  measuring  that  is  by  requiring  a  certain  percent- 
age of  private  funds. 

Our  position,  however,  is  that  that  is  only  one  of  the  ways  of 
measuring  privateness,  and  that  in  any  definition  of  private  and 
voluntary  organizations  there  should  also  be  other  factors  included, 
such  as,  for  instance,  the  level  of  volunteerism  in  the  organization, 
the  nature  of  the  board,  the  fact  that  the  board  is  composed  of  peo- 
ple who  volunteer  their  time  and  come  out  of  the  private  commu- 
nity. 

And  so  we  would  prefer  to  have  further  discussions  with  you 
about  how  to  define  private  and  voluntary. 

Senator  Kassebaum.  Well,  last  year,  we  got  into  a  discussion 
where  I  wanted  even  to  raise  it  above  20  percent  which  obviously 
proved  to  be  disconcerting  to  everybody.  But  to  drop  it  entirely,  it 
seems  to  me,  may  take  it  too  far  the  other  way.  But  I  look  forward 
to  working  with  you. 

Senator  Sahbanes.  What  is  the  problem  if  you  have  been  doing 
it  at  20  percent?  I  understand  last  year's  issue,  and  Senator  Kasse- 
baum and  I  differed  on  it,  which  was  to  take  the  percentage  even 
higher.  And  people  said  they  are  straining  to  meet  what  is  required 
now,  and  so  on  and  so  forth.  But  given  that  this  requirement  is 
being  met,  as  a  general  proposition,  it  means  additional  resources 
become  available  that  would  not  otherwise  be  available  through  ef- 
forts in  the  private  sector.  What  is  the  problem  that  is  connected 
with  it? 

Of  course,  this  bill  drops  it  out  altogether,  as  I  understand  it. 

Mr.  Natsios.  Let  me  just  add  a  couple  of  comments.  First,  in 
terms  of  World  Vision's  own  position  on  this  as  it  would  affect  our 
institution — 80  percent  of  our  money  is  privately  raised.  We  are  the 
inverse  of  most  NGO's — 20  percent  comes  from  the  government.  So 
we  are  the  inverse  of  what  the  law  requires  if  you  include  my  tech- 
nical division  of  World  Vision  and  World  Vision  U.S.,  the  whole 
World  Vision  community  in  the  United  States. 

The  problem  is  a  lot  of  smaller  NGO's — because  we  are  so  large — 
we  have  1.4  million  contributors — we  can  sustain  any  percentage 
that  you  might  want  to  require — the  problem  is  there  are  20  or  30 
NGO  s  of  modest  size  that  would  be  wiped  out  if  you  raised  the  per- 
centage beyond  20  percent. 

Senator  Sarbanes.  I  am  not  suggesting  that  we  raise  it. 

Senator  Kassebaum.  Neither  am  I. 

Senator  Sarbanes.  I  am  only  asking  now  the  question  of  continu- 
ing the  20-percent  requirement. 

Mr.  Natsios.  Well,  the  problem  is  for  many  NGO's  the  well  is 
difficult  to  raise  money  right  now.  There  has  been,  for  some  NGO's, 
either  a  flattening  or  a  decline  in  contributions  from  the  public.  I 
think  some  of  it  has  to  do  with  the  recession  we  are  coming  out 
of  now.  It  may  be  the  number  of  NGO's,  who  knows?  But  they  do 
excellent  work. 

And  what  is  increasingly  happening  for  those  NGO's  that  do  not 
have  a  large  base  financially  is  you  would  be  putting  them  at  risk. 
And  if  we  eliminated  the  requirement  they  would  not  be  spending 
most  of  their  time  worrying  about  that  one  requirement.  That  is  a 
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problem  for  some  of  them.  They  spend  a  lot  of  their  management 
time  focusing  on  that  issue. 

Senator  Sarbanes.  That  is  helpful. 

Senator  Kassebaum.  I  am  not  going  to  ask  any  further  questions, 
but  would  say  to  you,  Mr.  Bissell,  I  thought  your  observation  on 
the  democracy  portion  was  an  excellent  observation.  And  with  the 
other  witnesses,  we  will  have  a  chance  to  expand  further  in  ques- 
tioning. I  just  want  to  compliment  you  further  on  your  observation. 

Senator  Sarbanes.  We  want  to  thank  this  panel  very  much,  not 
only  for  your  presentations  today  but  for  the  obvious  effort  and 
thought  that  has  gone  into  your  prepared  statements  which  we  will 
work  through  very  carefully.  Thank  you  very  much  for  coming. 

We  will  now  turn  to  our  second  panel.  We  are  happy  to  welcome 
Judith  Bruce,  who  is  a  senior  associate  at  the  Population  Council 
in  New  York;  and  Barbara  Bramble  of  the  National  Wildlife  Fed- 
eration here,  and  director  of  the  international  programs  of  the  Na- 
tional Wildlife  Federation  here  in  Washington. 

We  have  chosen  to  examine  these  two  issues,  population  and  the 
environment,  on  one  panel,  partly,  in  all  candor,  because  you  have 
to  figure  out  how  to  sort  of  g^roup  things  together,  but  also  it  is 
some  recognition  that  rapid  population  growth  and  environmental 
deterioration  tend  to  go  together  and  to  exacerbate  the  problems  of 
hunger,  poverty,  and  disease  that  our  sustainable  development  pro- 
grams are  designed  to  alleviate.  So  in  fact,  these  topics  are  closely 
connected  with  each  other  and  indeed  with  the  issues  that  were  ex- 
amined on  the  first  panel  that  we  just  heard  from. 

We  are  pleased  to  have  you  here.  We  will  include  your  full  state- 
ments in  the  record,  and  we  would  be  happy  to  hear  from  you.  Ms. 
Bruce,  why  do  you  not  lead  off;  then  we  will  go  to  Ms.  Bramble. 

STATEMENT  OF  JUDITH  BRUCE,  SENIOR  ASSOCIATE, 
POPULATION  COUNCIL,  NEW  YORK,  NY 

Ms.  Bruce.  Thank  you  very  much  for  giving  me  this  opportunity. 
I  am  a  senior  associate  at  the  Population  Council,  which  is  a  non- 
profit international  organization  with  40  years  of  experience  of 
working  with  developing  country  governments  in  the  development 
of  population  and  family  planning  programs.  In  preparation  for  my 
discussion  today  I  did  speak  with  a  network  of  others  interested  in 
population  issues.  Though  I  speak  for  myself,  I  have  taken  counsel. 

Whereas  I  am  generally  pleased  with  the  integrative  approach  to 
the  bill  and  its  values,  I  find  some  aspects  vague.  I  would  like  to 
see  some  more  explicit  language,  direction,  and  clear  administra- 
tive intent  regarding  the  appropriate  role  and  content  of  family 
planning  services  and  the  scope  of  population  policy.  I  will  address 
myself  to  these  two  policy  points  and  end  with  some  proposals  on 
administrative  arrangements,  accountability,  and  budgetary  guide- 
lines. 

Regarding  the  appropriate  role  and  content  of  services,  though 
reproductive  health  and  choice  are  referred  to  in  the  text,  these 
concepts  should  be  more  prominent  and  fully  specified.  Could  the 
preeminence  of  "population  stabilization"  as  a  title  without  com- 
panion phrases  like  reproductive  health  and  choice  suggest  we  sup- 
port services  first  because  of  their  potential  demographic  impact 
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and  only  second  to  achieve  individual  welfare?  It  must  be  the  re- 
verse. 

Over  the  last  decade  here  and  in  the  LDC's  an  energetic  and 
ever-growing  constituency  of  human  rights  and  women's  health  ad- 
vocates have  emerged  as  potent  new  allies  for  family  planning  serv- 
ices, and,  in  fact,  I  would  say  that  they  are  the  strongest  new  advo- 
cates for  these  services  that  we  have  today  in  the  world. 

But  they  are  proposing  services  of  a  new  type.  They  propose 
meeting  individuals'  fertility  and  related  reproductive  health  needs 
and  shared  male  and  female  responsibility  as  the  goals  of  service. 
Thev  urge  that  long-  neglected  but  closely  linked  reproductive 
health  elements  such  as  the  diagnosis  and  treatment  of  STD's, 
postabortion  care,  and  the  extension  of  safe  pregnancy  termination 
where  legal,  should  be  added  to  the  regular  circle  of  care. 

This  initiative  is  invigorating  our  community  and  is  widely  ac- 
cepted. It  recasts  contraceptive  and  family  services  from  "asides"  to 
valid  and  central  parts  of  a  broad  development  and  health  effort. 
It  is  this  formulation  rather  than  the  population  control,  or  even 
the  gentler  phrase,  "population  stabilization,"  that  has  broad  ap- 
peal. This  is  really  where  the  energy  is.  And  this  orientation  is  the 
most  practical  one  for  services. 

The  ministries  of  health  and  family  planning  and  our  other  part- 
ners and  LDC's  should  operate  with  no  doubt,  from  our  side,  that 
the  first  responsibility  and  the  purpose  of  our  support  is  for  service 
programs  that  meet  clients  needs  for  quality  health  care.  Any  con- 
fusion over  their  mandate  or  our  interests  increases  the  likelihood 
that  targets,  incentives,  and  demographically  driven  program 
measures  will  be  imposed.  This  leads  to  confused  priorities,  poor 
services,  a  disappointed  and  dwindling  clientele,  and  much  of  the 
bad  feeling  that  has  attended  the  word  population  in  many  places, 
and  it  is  entirely  unnecessary.  Women  want  and  need  these  serv- 
ices. 

Donor  performance  measures  have  not  helped.  Even  now,  we 
know  more  about  how  many  contraceptives  were  supplied  than 
about  what  proportion  of  clients  have  met  their  reproductive  goals 
successfully,  and  we  know  next  to  nothing  about  women's  reproduc- 
tive health  status. 

I  should  say  here  by  way  of  optimism  that  desirable  changes  are 
underway.  The  Office  of  Population  is  convening  an  international 
meeting  of  several  days  at  this  moment  with  cooperating  agencies 
to  discuss  a  range  of  long-needed  innovations:  systematic  efforts  to 
improve  the  quality  of  care,  how  better  to  attend  STD  diagnosis 
and  treatment,  postabortion  care,  how  to  draw  men  in  as  partners. 
These  initiatives  are  highly  laudable  and  need  undiluted  support  in 
the  spirit,  direction,  ana  budgetary  allocations  of  this  bill. 

However,  this  does  not  mean  that  I  believe  that  population  is  not 
an  important  issue,  just  that  it  should  not  serve  as  a  rubric  under 
which  services  are  offered.  So  my  second  point  regards  the  scope 
of  population  policy.  In  a  word,  we  must  go  beyond  family  plan- 
ning. We  cripple  our  effectiveness  and  mislead  our  LDC  partners 
when  population  policy  and  family  planning  are  used  as  synonyms. 
Ministries  of  planning,  or  whomever  is  most  appropriately  charged 
with  considering  the  implications  of  rapid  population  growth  for 
the  development  goals  and  social  justice  of  their  countries,  deserve 
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to  be  well-advised  and  fairly  advised  as  to  what  is  reasonable  to 
expect  from  family  planning  services  alone. 

The  man  or  woman  in  charge  need  to  know  about  the  distinctive 
contribution  good  services  can  make  to  voluntary  fertility  decline. 
But  he  or  she  also  needs  to  know  that  up  to  one-half  to  two-thirds 
of  the  needed  fertility  decline  to  reach  population  stabilization  in 
some  countries  will  require  reducing  people's,  women's,  reliance  on 
high  child  numbers  through  specific  human  capital  investments. 

For  example,  in  much  of  sub-Saharan  Africa  most  individuals 
and  couples  still  want  and  will  feel  "at  risk"  without  five  to  six  chil- 
dren. Clearly,  governments  who  seek  population  stabilization  can- 
not achieve  it  through  services  alone.  Over  the  last  40  years,  aver- 
age fertility  in  the  LDC's  excluding  China  has  declined  from  6.2  to 
4.5  children.  But  to  get  from  4.5  children  to  2  children  will  require 
an  entirely  new  set  of  strategies  which  include  focused  human  cap- 
ital investments. 

The  first  decrement  was  easy.  The  second  will  be  much  more  dif- 
ficult. The  $2.6  billion  reserved  for  sustainable  development,  re- 
gardless of  how  it  is  broken  down  into  categories,  is  simply  not 
enough.  The  work  that  needs  to  be  done — this  is  brief  litany — is  in- 
creasing educational  levels,  especially  among  girls;  improving  child 
survival;  providing  women  with  social  identities  apart  from  mother- 
hood and  expanding  their  access  to  productive  resources. 

I  am  particularly  concerned  about  g^rls  and  women  ages  12  to  22 
working  legal  and  normative  fi-ameworks  to  more  equitably  locate 
the  time  and  fiscal  costs  of  children  between  men  and  women. 
Women  and  men  have  very  different  incentives  to  limit  fertility 
and  to  invest  in  children. 

In  sum,  this  bill  in  its  totality,  not  simply  the  section  entitled 
"population  stabilization,"  must  send  a  clear  signal  to  LDC  part- 
ners through  a  breadth  of  diplomatic  channels,  bilateral,  and  multi- 
lateral agreements:  Grovemments  which  are  serious  about  vol- 
untary fertility  decline  must  vest  responsibility  and  resources  in 
the  full  spectrum  of  social  and  economic  instrumentalities  avail- 
able. 

I  have  made  four  suggestions  in  the  back  of  my  submitted  testi- 
mony, if  I  could  have  just  a  moment  to  review  those. 

Senator  Sarbanes.  Certainly.  Why  do  you  not  give  us  those? 

Ms.  Bruce.  I  suggest  specifically  if  we  are  going  to  revivify  our 
interest  in  population  that  we  give  attention  to  first — I  know  this 
is  not  a  popular  word — earmarking  funds  so  that  we  can  follow 
through  on  our  commitments  to  our  LDC  partners  to  expand  the 
availability  of  high  quality  family  planning  services  and  to  incor- 
porate the  spirit  of  the  international  reproductive  health  initiative 
in  and  the  values  and  practicality  of  family  planning  program  de- 
sign. 

Under  the  umbrella  of  the  currently  named  Office  of  Population 
we  might  reconsider  that  name.  It  might  be  more  appropriately  the 
Office  of  Family  Planning  and  Reproductive  Health  we  have  a  se- 
ries of  very  strong  programs  which  if  they  are  permitted,  can  be 
strengthened  even  further.  They  are  working  on  improving  the 
quality  of  services  and  extending  the  scope  of  what  is  offered.  I 
would  hope  within  any  earmark  or  designated  funding  line  there 
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would  be  an  explicit  set  of  plans  and  budgetary  commitments  to 
our  reproductive  health  initiative. 

Second,  I  would  hope  that  the  population  implications  of  all  the 
development  sectors  should  be  taken  into  account  in  formulating 
policies  and  programs.  When  demographic  goals  are  part  of  a  coun- 
try's policies,  the  full  range  of  social  and  economic  instrumental- 
ities should  be  used  to  support  voluntary  fertility  reduction.  We 
may  have  an  opportunity  to  work,  for  example,  through  the  Bureau 
of  Global  Programs,  Field  Support,  and  Research  Programs,  to 
oversee  efforts  to  realign  not  only  our  investments  but  perhaps  to 
coordinate  with  other  donors  theirs. 

Centrally  funded  and  country  portfolios  should  be  reviewed  and 
revised  to  favor  investments  that  meet  development  goals  while 
sustaining  fertility  decline.  And  some  cases  this  does  not  mean 
using  new  money.  It  means  using  existing  money  better.  What  kind 
of  education  are  we  investing  in?  What  cio  the  productivity  projects 
look  like?  What  is  the  relative  contribution  to  women's  and  men's 
income.  Because  sometimes  I  find  we  are  giving  with  one  hand,  in 
the  sense  of  offering  services,  but  taking  away  by  the  fundamental 
design  of  the  rest  of  our  development  dollars. 

Third,  I  believe  we  should  begin  our  new  era  with  three  new  ini- 
tiatives: (1)  the  allocation  of  at  least  a  $25  million  research  and 
demonstration  fund  over  several  years  to  integrate  reproductive 
health  elements  into  family  planning  programs — we  need  an  R&D 
fund;  (2)  we  need  to  review  the  population  implications  of  our  bilat- 
eral program  in  selected  countries;  and  (3)  we  might  consider  lead- 
ing an  international  effort  to  marshal  increased  resources  for  edu- 
cation, training,  and  the  expansion  of  economic  opportunities  for 
girls  and  young  women.  Girls  12  to  22  are  the  pivotal  generation 
in  demographic  change.  We  have  to  increase  their  choices  and 
change  their  social  and  economic  environment  if  we  want  to  see  de- 
layed ages  of  marriage  and  a  changed  pace  of  childbearing. 

Last,  the  United  States  should  continue  to  exert  leadership 
among  donor  nations  through  innovative  thinking  and  effective 
communication  about  the  scope  of  population  policy  and  its  v^alling- 
ness  to  commit  its  fair  share  of  resources.  Going  back  to  the  $2.6 
billion,  this  is  a  disappointing  figure.  I  would  hope  it  could  be  ex- 
panded, even  if  out  of  that  $585  million  were  committed  for  serv- 
ices, this  is  less  than  half  of  the  way  toward  meeting  the  Amster- 
dam goal  of  $1.4  billion  committed  to  family  planning  by  the  year 
2000. 

Let  me  end  there,  and  thank  you. 

[The  prepared  statement  of  Ms.  Bruce  follows:] 

Prepared  Statement  of  Ms.  Bruce 

Mr.  Chairman,  Distintjuishcd  Members  of  the  Committee:  Thank  you  for  the  invi- 
tation to  testify  here  today  on  the  proposed  framework  for  population-related  activi- 
ties in  the  proposed  Peace,  Prosperity,  and  Democracy  Bill.  My  name  is  Judith 
Bruce  and  I  am  a  Senior  Associate  at  Tne  Population  Council.  The  Population  Coun- 
cil is  a  nonprofit,  nongovernmental  research  organization  headquartered  in  New 
York  and  supporting  a  network  of  regional  and  country  offices  located  throughout 
the  globe.  Part  of  the  Council's  mission  is  to  undertake  research  in  developing  coun- 
tries to  evaluate  the  effectiveness  of  population,  family  planning  and  reproductive 
health  services  and  policies  as  they  seek  to  improve  the  health  and  well-being  of 
current  and  future  populations  around  the  woria  and  to  help  achieve  an  equitaole, 
and  sustainable  balance  between  people  and  resources.  In  my  testimony  today,  I  will 
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draw  on  my  own  research  and  experience  as  well  as  the  work  performed  by  my  col- 
leagues since  the  Council  was  founded  in  1952. 

THE  INTERCONNECTEDNESS  OF  RAPID  POPULATION  GROWTH  AND  HUMAN  WELFARE 

Rapid  population  growth  in  most  developing  country  settings  is  understood  to  be 
of  particularly  urgent  interest  to  policy  makers  and  political  leaders  because  of  the 
ways  in  which  it  diminishes  the  present  and  future  quality  of  life.  It  raises  human 
welfare  concerns  at  four  levels  of  numan  experience:  global  resource  sufliciency,  na- 
tional institutional  capacity,  the  abilities  oi  families  to  support  their  members,  and 
the  rights  of  individuals  to  make  free  and  healthful  choices  about  their  reproduction. 
To  respond  to  the  urgency  of  the  situation,  a  newly  inclusive  population  policy 
should  be  developed  and  implemented  through  the  prooosed  Peace,  Prosperity  and 
Democracy  Act  wnich  responds  to  the  social  factors  whicn  motivate  and  propel  popu- 
lation growth.  Briefly,  these  factors  are: 

Unplanned  and  Unwanted  Pregnancies. — About  100  million  women  have  an 
unmet  need  for  contraception.  As  a  consequence,  many  women  bear  more  children 
than  they  want.  Approximately  one  in  four  births  in  the  developing  world  (excluding 
China)  is  unwanted,  and  a  larger  proportion  is  unplanned.  In  addition  an  estimated 
36  to  53  million  abortions  are  performed  each  year — as  many  as  15  million  of  these 
are  clandestine  and  unsafe.  Most  of  the  unintended  pregnancies  and  unsafe  abor- 
tions could  be  prevented  if  women  were  given  greater  control  over  their  sexual  and 
reproductive  lives. 

Desire  for  More  Than  Two  Children. — Many  individuals  and  couples  continue 
to  want  large  families,  in  part  because  of  their  fears  about  child  mortality  and  their 
need  for  children  to  assist  them  in  family  enterprises  and  to  support  them  in  old 
age.  In  most  of  the  developing  world,  desired  fertility  still  exceeds  two  children,  and 
in  some  areas  such  as  sub-Sanaran  Africa,  desired  family  size  is  typically  above  five 
children.  The  perception  that  sons  are  more  economically  valuable  than  daughters 
promotes  high  fertility  and  passes  on  gender  inequality  from  generation  to  genera- 
tion. 

Pressures  for  Early  Childbearing  and  a  Young  Age  Structure  to  the  Popu- 
lation.— Women  in  general,  and  young  women  in  particular,  are  under  pervasive 
pressures  to  fulfill  societal  expectations  of  appropriate  feminine  behaviors,  especially 
with  respect  to  their  sexuality  and  fertility.  This  is  a  disguised  form  of  coercion,  as 
young  women  often  exercise  little  choices  with  regard  to  sexual  relations,  marriage, 
and  cnildbearing.  The  interrelated  phenomena  of  a  young  age  population  structure 
and  short  intervals  between  generations  are  the  key  forces  oehind  population  mo- 
mentum— the  tendency  of  the  population  to  increase  for  some  time  even  after  a  two- 
child  average  is  reached.  Even  if  replacement  level  fertility  were  achieved  in  1995, 
it  is  estimated  that  population  momentum  alone  would  account  for  up  to  half  of  the 
projected  population  growth  in  developing  countries  over  the  next  century. 

A  BROAD  POPULATION  POUCY  OF  SYNERGISTICALLY  LINKED  ELEMENTS 

These  three  factors — unwanted  pregnancy,  the  desire  for  more  than  two  children, 
and  the  pressures  for  early  childoearing  among  a  young  population — work  syner- 
gistically  to  create  demographers'  predictions  that  the  current  global  population  of 
5.5  billion  will  exceed  9  billion  by  2050  and,  without  action,  could  double  well  before 
2100.  In  the  past,  however,  population  policy  has  been  narrowly  interpreted  in 
donor  and  developing  countries  alike  to  mean  only  fertility  reduction  to  oe  imple- 
mented solely  througn  family  planning  programs.  Over  the  last  40  years,  the  aver- 
age family  size  in  developing  countries  has  declined  from  6.2  to  4.5  children  (exclud- 
ing China);  to  reach  the  next  decrement  from  4.5  to  two  surviving  children  per  cou- 
ple will  require  focused  human  capital  investments  alongside  of  good  services. 

Thus  while  it  is  essential  that  we  maintain  and  expand  support  for  existing  family 
planning  and  related  reproductive  health  efforts,  we  must  also  intensify  those  social 
and  economic  programs  that  reduce  the  welfare  and  personal  status  risks  of  non- 
marriage,  late  marriage,  delayed  childbearing,  or  smaller  families.  A  policy  respon- 
sive to  this  breadth  of  social  realities  should  comprise  three  central  initiatives: 

EXPANDING  SERVICES  THAT  PROMOTE  REPRODUCTIVE  CHOICE  AND  BETTER  HEALTH 

Family  planning  services  should  be  offered  to  all  those  who  need  and  want  them 
as  a  measure  of  basic  rights,  operating  free  of  demographic  objectives.  Service  pro- 
grams should  be  allowed  to  do  what  they  are  best  designed  to  do:  assist  individuals 
in  meeting  their  own  reproductive  intentions  in  a  healthful  manner. 

Despite  the  considerable  progress  made  over  the  last  several  decades,  the  cov- 
erage and  quality  of  family  planning  services  is  still  less  than  satisfactory  in  many 
countries.  In  addition,  there  are  compelling  data  to  suggest  that  poor  reproductive 
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health  is  more  extensive  than  previously  believed.  At  the  very  least,  programs  pro- 
viding contraception  or  abortion  services  should  upgrade  their  technical  competence, 
observing  basic  infection  prevention  procedures  and  employing  appropriate  clinical 
techniques.  Special  attention  is  owed  increasing  program  capacity  to  diagnosis  and 
treat  sexually  transmitted  diseases  and  reproductive  tract  infections,  particularly 
where  these  conditions  can  be  exacerbated  by  incorrect  contraceptive  care.  Apart 
from  these  additions,  family  planning  programs  should  be  strengthened  by: 

•  Expanding  the  choice  of  methods  available  (including  safe  pregnancy  termi- 
nation where  legal). 

•  Improving  the  informational  content  and  general  quality  of  the  client/provider 
exchange. 

•  Extending  services  and  revising  service  concepts  to  reach  under-served  areas 
and  involve  new  constituencies — especially  men  and  the  unmarried. 

Creating  Favorable  Conditions  for  Smaller  Families. — Affirmative  social 
and  economic  policies  can  alter  the  costs  and  benefits  of  childrearing  so  that  more 
parents  will  recognize  the  value  of  smaller  families,  while  simultaneously  increasing 
the  human  capital  of  the  next  generation.  Four  interventions  would  have  the  great- 
est impact: 

•  Increase  education  levels,  especially  among  girls.  Of  all  forms  of  investment 
which  can  affect  fertility  behavior,  the  education  of  girls  stands  out  as  the  most 
consistent.  Women  who  have  completed  seven  years  of  school  have  on  average 
three  children  less  than  their  unschooled  counterparts,  according  to  recent  Unit- 
ed Nations  studies.  The  observed  reduction  in  fertility  among  these  women  is 
linked  to  delayed  marriage,  effective  fertility  regulation,  more  modem  forms  of 
investment  in  children,  and  place  a  higher  value  on  girl  children. 

•  Improve  child  survival.  No  country  in  the  developing  world  has  experienced  a 
sustained  fertility  reduction  while  child  mortality  rates  remained  high.  Im- 
proved child  survival  requires  intensified  attention  to  the  treatment  of  child- 
hood disease,  immunization,  and  appropriate  nutrition,  and  the  provision  of 
households  with  access  to  clean  water  and  waste  disposal. 

•  Provide  women  with  social  identities  apart  from  motherhood  and  with  independ- 
ent access  to  productive  resources  (e.g.,  land,  credit,  skill  training).  Women  who 
have  earnings  under  their  control  negotiate  more  efiectively  with  partners  over 
sexuality  and  fertility  matters  and  rely  more  on  themselves  and  less  on  their 
children  for  security  now  and  in  old  age.  Women  with  secure  livelihoods  are 
likely  both  to  desire  fewer  children  and  to  invest  more  effectively  in  the  ones 
they  have. 

•  Rework  legal  frameworks  to  provide  more  fairness  in  practice  for  women  and 
children.  Effective  population  policy  must  use  all  available  normative,  judicial, 
programmatic,  and  economic  measures  to  encourage  a  more  equal  sharing  of 
time  and  economic  costs  of  children  between  men  and  women.  A  population  pol- 
icy with  this  set  of  values,  though  clearly  pro-child,  tends  to  reduce  the  demand 
for  children  to  only  those  that  can  be  effectively  cared  for  by  both  parents. 

Taking  Back  Young  Lives:  Including  Young  Women  in  the  Development 
Process. — Young  women  often  exercise  little  choice  as  to  whether  or  not  to  have 
sexual  relations,  when  or  whom  to  marry,  and  how  and  when  to  time  first  and  sub- 
sequent births.  Supportive  program  measures  could  improve  the  self-esteem  of  girls 
and  reconfigure  their  social  and  livelihood  prospects.  We  must  reverse  the  neglect 
of  young  women  by: 

•  Promoting  socially  acceptable  and  economically  valued  roles  for  them  apart 
from  sexual  attractiveness,  marriage,  and  frequent  childbearing. 

•  Making  young  women  the  special  focus  of  formal  and  non-formal  education, 
community  development  and  microenterprise  programs. 

•  Providing  information  about  their  reproductive  health  and  nutritional  require- 
ments and  giving  them  access  to  fertility  regulation  and  related  health  services. 

•  Changing  in  positive  ways  the  perceptions  among  young  men  and  women  of 
each  other,  as  well  as  their  views  of  marriage  and  parental  responsibility. 

NEW  ADMINISTRATIVE  APPROACHES  AND  ACCOUNTABIUTY 

To  fulfill  these  policy  prescriptions  we  must  retain  many  elements  of  the  existing 
administrative  arrangements  as  well  as  create  new  approaches  and  structures,  and 
find  the  correct  balance  between  categorical  funding  and  the  flexibility  to  explore 
new  initiatives. 

Earmarked  funds  should  be  available  to  follow  through  on  our  commit- 
ments to  our  LDC  partners  to  expand  the  availability  of  high  quality  family 
planning  services  and  to  incorporate  the  spirit  of  the  international  repro- 
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ductive  health  initiative  in  the  values  and  practicalities  of  family  planning 
design. 

Under  the  umbrella  of  the  current  Oflice  of  Population,  we  should  continue  our 
partnership  with  developing  country  governments  to  promote  concrete  improve- 
ments in  tne  coverage,  scope,  and  quality  of  family  planning  and  related  reproduc- 
tive health  services.  Existing  services  would  benefit  from  greatly  strengthenea  recip- 
rocal linkages  between  the  family  planning  and  health  sectors.  The  emerging  com- 
mitment to  a  broader  reproductive  health  approach  requires  the  definition  of  explicit 
plans  and  budgetary  commitments.  Finally,  and  of  paramount  importance,  demo- 
graphically  driven  performance  criteria  should  be  replaced  by  program  evaluation 
measures  that  place  the  meeting  of  clients'  fertility  and  health  needs  at  their  center. 

The  population  implications  of  all  of  the  development  sectors  should  be 
taken  into  account  in  formulating  policies  and  programs  aimed  at  the  de- 
veloping countries  and  when  demographic  goals  are  part  of  policy,  the  full 
range  of  social  and  economic  instrumentalities  should  be  used  to  support 
voluntary  fertility  reduction. 

The  Bureau  of  Global  Programs,  Field  Support,  and  Research  should  oversee  ef- 
forts to  realign  social  and  economic  investments  to  favor  voluntary  fertility  decline. 
We  must  reflect  a  revivified  and  expanded  population  policy  both  in  language  in  pro- 
grams; population  policy  and  family  planning  should  no  longer  be  regarded  as  syn- 
onymous. Centrally  funded  and  country  portfolios  should  be  reviewed  and  revised 
to  favor  investments  that  meet  development  goals,  serve  justice  and  gender  equity 
considerations,  and  sustain  fertility  decline. 

To  signal  a  new  era  of  concern  with  population,  acknowledge  the  special 

Elace  of  women's  social,  economic,  and  reproductive  health  needs,  and 
uild  a  base  of  experience  for  future  program  expansion,  the  United  States 
should  undertake  three  new  initiatives  as  part  of  a  renewed  population 
policy: 

•  Allocate  a  $25  million  research  and  demonstration  fund  to  integrate  reproductive 
health  elements  into  family  planning  programs.  This  fund  would  support  experi- 
mental efforts  to  ameliorate  neglected  reproductive  health  problems  in  the  con- 
text of  conventional  family  planning  and  MCH  programs.  Priorities  could  in- 
clude the  development  of  microbiocides  and  diagnostic,  treatment,  and  service 
approaches  for  reproductive  tract  infections  appropriate  to  developing  country 
settings. 

•  Review  the  population  implications  of  our  bilateral  program  in  selected  coun- 
tries. We  should  provide  technical  support  to  ambassadors  and  USAID  directors 
and  staff  in  reviewing  and  potentially  revising  major  country  portfolios.  Let  us 
begin  with  a  few  case  studies  of  our  overall  investment  in  demographically  sig- 
nificant countries. 

•  Lead  an  international  effort  to  marshal  increased  resources  for  education,  train- 
ing, and  the  expansion  of  economic  opportunities  for  girls  and  young  women. 
Just  as  the  international  community  mobilized  to  improve  child  survival  rates 
in  the  late  1970s  and  into  the  1980s,  we  must  now  combine  forces  to  expand 
in  and  out  of  school  educational  opportunities  for  girls.  Primary  education  is  the 
first  priority,  but  it  will  not  reach  mrls  and  young  women  on  the  cusp  of  their 
childbearing  and  economically  productive  years.  One  effective  way  to  reach 
these  women  is  to  expand  resources  for  nongovernmental  organizations,  trusted 
in  their  communities  to  improve  the  status  and  broaden  the  personal  horizons 
of  young  women. 

The  United  States  should  exert  leadership  among  donor  nations  throu^ 
innovative  thinking  and  effective  communication  about  the  scope  of  popu- 
lation policy  and  its  willingness  to  commit  its  fair  share  of  resources. 

The  vision  of  population  policy  herein  advocated  requires  steady  and  ample  fund- 
ing and,  most  critically,  a  quantum  leap  in  political  will.  For  too  long  worthy  pro- 
grams have  competed  with  each  other  for  scarce  resources.  Though  this  agenda  re- 
quires substantial  resources,  it  is  politically  attractive  and  fully  compatible  with  the 
values  put  forth  in  the  Peace,  Prosperity,  and  Democracy  Bill:  broadly  based  eco- 
nomic aevelopment,  democracy,  and  global  stewardship.  The  investments  we  pro- 
pose include  greater  societal  commitment  to  the  planning  of  children  and  long-term 
investments  in  their  capabilities.  It  calls  for  the  elimination  of  gender  inequalities 
in  schooling,  employment,  and  access  to  resources,  with  a  special  interest  in  the 
needs  of  young  women.  It  requires  expanded  community  and  nongovernmental  par- 
ticipation as  a  matter  of  basic  strategy. 

It  is  time  to  advocate  without  any  ambiguity  or  timidity  positive  social  invest- 
ments which  are  good  in  themselves  and  have  demonstrable  fertility  impact.  Para- 
mount among  these  investments  are  family  planning/reproductive  health  programs. 
Thus,  the  designation  of  a  mere  2.6  billion  for  sustainable  development  is  most  dis- 
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appointing.  And,  within  that  2.6  billion,  the  585  million  for  population  stabilization, 
even  if  devoted  solely  to  services,  represents  less  than  half  way  to  meeting  the  Am- 
sterdam (1989)  goal  of  1.4  billion  for  family  planning  by  the  year  2000.  Whatever 
the  individual  biases  of  the  speakers  here  today  regarding  the  relative  priority  from 
parts  of  this  program,  our  central  task  should  not  be  to  slice  the  existing  resource 
pie  into  small  and  unduly  compartmentalized  pieces,  but  to  make  better  sense  of 
the  whole  and  to  greatly  enlarge  it.  The  industrialized  nations  now  spend  only  1.5 
percent  of  foreign  aid  on  population  assistance.  Our  leadership  is  needed  to  expand 
that  proportion  and  indeea,  the  very  vision  of  population  policy  itself. 
Thank  you  for  the  opportunity  to  appear  before  you  today. 

Senator  Sarbanes.  Thank  you.  Ms.  Bramble. 

STATEMENT  OF  BARBARA  BRAMBLE,  DIRECTOR,  INTER- 
NATIONAL PROGRAMS,  NATIONAL  WILDLIFE  FEDERATION, 
WASHINGTON,  DC 

Ms.  Bramble.  Thank  you,  Mr.  Chairman.  Today,  I  am  speaking 
also  on  behalf  of  the  Sierra  Club,  Friends  of  the  Earth,  and  Na- 
tional Audubon  Society.  Together  with  my  organization  we  rep- 
resent millions  of  people  who  are  beginning  to  show  that  they  are 
more  likely  to  support  international  assistance  now  that  it  starts 
to  look  a  lot  more  like  what  they  are  interested  in,  which  has  to 
do  with  sustainable  development. 

I  would  specifically  like  to  associate  our  organizations  with  the 
comments  and  the  written  submission  of  InterAction.  We  helped  in 
the  drafting  of  that  and  have  worked  with  all  of  the  other  groups 
that  Ms.  Capps  represented  today,  and  also  to  voice  our  support  for 
the  International  Population  Stabilization  and  Reproductive  Health 
Act.  My  comments  this  morning  probably  would  fit  just  as  well  into 
the  previous  panel  because  we  now  really  all  work  on  sustainable 
development,  at  least  the  organizations  I  am  speaking  for  today, 
and  we  look  at  that  as  a  tripartite  concept  which  has  to  involve  so- 
cial equity  as  well  as  economic  viability  on  top  of  our  traditional 
concerns  with  ecological  stability. 

We  would  like  to  give  credit  to  Administrator  Brian  Atwood  and 
his  team,  who  made  a  major  effort  to  draft  at  least  title  I  of  the 
proposed  bill  so  that  it  links  environment  and  development  in  this 
well-worn  phrase  that  we  are  using  now  called  sustainable  develop- 
ment. The  consultation  process,  at  least  with  groups  in  Washing- 
ton, was  pretty  good.  So  I  must  say  that  has  not  been  true  with 
either  beneficiary  organizations  or  peoples  in  other  countries,  and 
while  we  know  that  is  difficult  I  do  not  think  it  would  be  impos- 
sible given  the  numbers  of  people  who  come  through  Washington 
and  the  kinds  of  efforts  that  people  at  AID  very  well  know  how  to 
make  in  the  field. 

There  are  a  lot  of  different  ways  to  critique  this  bill.  You  have 
heard  a  bunch  of  them  this  morning  already,  all  the  way  from  the 
lack  of  clear  agency  authorities  or  structures  to  implement  the 
great  policy  language,  to  a  lack  of  priorities;  there  is  a  long  list  of 
specific  errors  or  omissions.  Particularly  I  would  mention  the  leav- 
ing out  of  the  special  case  of  indigenous  peoples  from  the  annual 
Country  Human  Rights  Reports.  We  have  enumerated  a  lot  of 
these  issues  in  our  testimony.  So  has  InterAction.  But  I  would  like 
to  concentrate  just  on  the  underlying  logic  that  we  were  looking  for 
in  the  bill,  and  yet  cannot  find. 

On  the  one  hand,  if  you  take  a  look  at  the  overall  bill  and  you 
think  about  the  realities  of  the  foreign  operations  budget,  there  is 
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a  section,  a  chunk  of  this  bill,  that  is  labeled  sustainable  develop- 
ment. And  most  of  that,  if  you  look  at  the  budget,  goes  to  the  mul- 
tilateral development  banks. 

Now,  I  know  that  you  particularly,  Mr.  Chairman,  know  that 
thousands  of  my  colleagues,  not  just  in  this  country  but  around  the 
world,  feel  that  that  is  a  questionable  assumption.  Let  us  just  say 
that  until  there  is  a  lot  more  change  at  the  multilateral  banks  we 
have  our  doubts  that  what  they  are  funding  is  necessarily  sustain- 
able development.  So  what  we  are  left  with  when  you  look  at  the 
bill  versus  the  budget  is  maybe  $2  or  $3  billion  out  of  $20  billion 
or  so  for  foreign  operations  that  even  tries  to  call  itself  sustainable 
development. 

All  the  groups  that  I  represent  here  today  have  millions  of  mem- 
bers and  supporters,  and  we  have  been  telling  them  about  this  new 
sustainable  development  proposal,  except  they  are  getting  a  little 
puzzled.  What  does  the  rest  of  the  bill  fund?  Is  it  unsustainable  de- 
velopment? And  we  are  hard  pressed  to  know  how  to  answer. 

Let  me  just  give  you  an  example  of  the  way  this  lack  of  logic 
plays  out.  Take  the  Trade  and  Development  Agency.  This  is  the 
Agency  that  "promotes  U.S.  private  sector  participation."  In  devel- 
oping and  middle-income  countries  last  fall  we  proposed  some 
minor  amendments  to  the  section  5201  which  covers  this  Agency. 
We  were  essentially  asking  that  they  should  be  mandated  to  do 
their  work  consistent  with  the  goals  of  sustainable  development. 
Now,  those  suggestions  were  ignored,  and  there  is  still  not  one 
word  in  the  whole  section  on  the  TDA  even  to  suggest  that  it  would 
be  useful  to  promote  U.S.  skills  in  environmental  impact  studies, 
a  field  in  which  our  experts  excel  in  the  world. 

But  it  is  really  worse  than  that.  I  spent  a  few  hours  a  couple  of 
weeks  ago  with  officials  of  the  Export-Import  Bank  who  are  trying 
to  get  their  bank  out  of  the  business  of  financing  environmental 
atrocities  abroad.  Some  of  their  projects  really  are  foreign  policy 
embarrassments.  But  their  problem  is  they  committed  the  project 
often  too  late  to  infiuence  it,  only  when  certain  machinery  is  being 
purchased.  But  the  assessment  of  alternatives  may  have  been  done 
badly  or  not  at  all.  So  their  choice  may  come  down  to  either  helping 
U.S.  workers  get  the  jobs  in  a  damaging  project,  perhaps  with 
worldwide  consequences,  or  letting  the  jobs  go  to  Grermany. 

But  over  in  another  department  is  the  TDA,  which  is  in  on  the 
beginning  of  projects.  And  they  could  help  planners  in  the  develop- 
ing and  middle-income  countries  do  good  environmental  studies,  al- 
ternative studies,  and  assess  the  sustainability  of  different  options. 
They  could,  in  fact,  help  promote  one  of  the  technical  areas  where 
U.S.  experts  lead  the  world,  energy  efficiency  investments,  and  the 
Export-Import  Bank  could  then  fund  these  investments.  But  is  that 
a  goal  for  the  trade  and  development  agency?  No.  Unfortunately, 
it  is  not  even  mentioned.  In  this  day  and  age  there  is  not  enough 
money  to  waste  in  such  a  silly  way. 

Well,  this  applies  to  the  whole  rest  of  our  foreign  operations. 
There  are  better  and  worse  ways  to  fund  democracy  building,  refu- 
gee assistance,  even  peacekeeping,  and  to  promote  or  at  least  not 
to  inhibit  sustainable  development.  Our  Grovernment  should  have 
the  task  of  finding  and  favoring  those  sustainable  methods,  not  just 
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shoveling  money  out  the  door.  There  really  is  not  that  much  money 
available  to  shovel  any  more,  so  we  cannot  afford  to  waste  it. 

Thank  you  very  much. 

[The  prepared  statement  of  Ms.  Bramble  follows:] 

Prepared  Statement  of  Ms.  Bramble 
introduction 

Good  morning,  Mr.  Chairman,  I  am  the  Director  of  International  Programs  at  the 
National  Wildlife  Federation,  which  is  the  nation's  largest  non-profit  environmental 
organization.  Today  I  am  also  speaking  on  behalf  of  Friends  of  the  Earth,  the  Na- 
tional Audubon  Society  and  the  Sierra  Club.  Together  these  organizations  represent 
millions  of  Americans  who  care  about  the  future  of  the  earth's  environment.  We  ap- 
preciate the  opportunity  to  testify  before  the  Senate  Subcommittee  on  International 
Economic  Policy,  Trade,  Oceans  and  Environment,  about  the  proposed  "Peace,  Pros- 
perity and  Democracy  Act."  We  believe  that  the  proposed  bill  has  made  a  number 
of  important  strides  in  articulating  a  more  sensible  international  assistance  policy 
for  the  United  States,  but  still  needs  to  be  improved  in  several  fundamental  re- 
spects. 

I.  Foreign  Assistance  is  in  the  U.S.  national  interest  if  it  is  based  upon  the 
critical  imperative  of  the  late  20th  century — fostering  economically,  so- 
cially and  ecologically  sustainable  development. 

The  first  question  we  should  address  today  is  "why  is  foreign  assistance  in  the 
U.S.  national  interest?"  The  groups  I  am  representing  base  their  support  for  inter- 
national assistance  upon  the  mounting  evidence  of  environmental  degradation 
around  the  world,  and  the  still  growing  numbers  of  poor  people  whose  blighted 
hopes  form  an  undercurrent  of  instability  in  the  relations  among  governments  and 
peoples.  There  can  be  no  doubt  that  we,  as  a  nation  committed  to  the  principles  of 
democracy  and  equal  opportunity,  and  rich  beyond  the  dreams  of  most  people  on 
earth,  have  a  moral  obligation  to  help  improve  the  quality  of  life  of  people  in  other 
nations.  But  if  we  fail  to  honor  this  moral  obligation,  we  will  face  the  purely  prac- 
tical problems  of  arming  ourselves  and  paying  the  far  higher  bills  for  the  deiense 
of  our  privileges,  and  finding — at  great  cost  to  ourselves  and  to  others — methods  of 
combating  global  climate  change,  loss  of  biological  diversity  and  pollution. 

That  then  leads  to  the  question  of  what  kind  of  international  assistance  has  a 
chance  of  being  effective  in  addressing  the  staggering  global  proportions  of  poverty 
and  environmental  degradation.  We  oelieve  the  principles  of  environmentally,  so- 
cially and  economically  sustainable  development,  as  worked  out  over  the  past  dec- 
ade, and  as  incorporated  in  portions  of  this  bill,  hold  out  more  promise  of  hope  than 
we  have  seen  in  accadcs. 

n.  The  Clinton  Administration's  efforts  to  reform  U.S.  foreign  assistance 
programs  have  achieved  a  number  of  successes,  both  oy  including 
needed  reforms  in  the  draft  foreign  aid  legislation  and  by  consulting 
extensively  with  Non-Governmentm  Organizations  (NGOs). 

The  preparation  of  the  "Peace,  Prosperity  and  Democracy  Act  of  1994"  included 
a  salutory  consultative  process  with  NGOs,  and  the  final  draft  of  the  legislation  in- 
corporates many  NGO  concerns.  The  bill  recognizes  the  importance  of  sustainable 
development,  highlighting  both  environment  and  population  as  priorities.  The  rec- 
ognition of  global  environmental  degradation  and  rapid  population  growth  as 
threats  to  global  security  and  well-being  demonstrates  a  marked  advance  in  U.S. 
foreign  assistance  policy. 

Development  assistance  funds  are  "walled  off;"  we  are  very  pleased  that  develop- 
ment assistance  has  been  protected  in  the  Administration's  bill.  Considering  that  a 
comparatively  small  amount  of  funding  goes  for  sustainable  development  projects — 
about  $2  billion — we  cannot  afford  to  take  any  of  these  precious  funds  and  use  them 
to  meet  other,  shorter-term  goals.  Similarly,  requiring  a  separate  military  assistance 
authorization  for  programs  administered  by  the  Department  of  Defense  is  a  positive 
step. 

The  bill  now  recognizes  the  importance  of  people-to-people  participatory  develop- 
ment, especially  for  women  and  indigenous  groups,  and  highlights  the  importance 
of  public  access  to  information  about  development  projects  and  programs.  Also,  the 
bill  acknowledges  the  need  for  transparency  and  accountability  from  the  Inter- 
national Financial  Institutions  (IFIs). 

Environmental  impact  assessments  are  required  for  all  sustainable  development 
programs,  as  well  as  for  the  Overseas  Private  Investment  Corporation.  Environ- 
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mental  impact  statements  are  a  useful  tool  for  ensuring  that  development  is  indeed 
sustainable  and  does  not  significantly  damage  the  environment.  But,  in  spite  of 
these  advances,  many  problems  remain. 

m.  Sustainable  development  should  be  the  overaU  goal  of  international  op- 
erations, not  just  tne  operative  framework  for  USAID  programs  to  as- 
sist the  poor  which  are  currently  included  under  Title  I. 

Sustainability  is  a  three-legged  stool;  it  requires  economic  viability,  ecological  sta- 
bility and  social  equity.  None  of  the  three  can  be  left  out  or  development  will  fail. 

A.  In  the  post-Cold  War  and  post-Earth  Summit  world,  all  nations  have 
the  obligation  to  promote  Agenaa  21  and  sustainable  development,  at  home 
and  abroad.  That  means  our  export  financing,  trade  and  development  funding,  food 
export  promotion,  aid  to  "countries  in  transition,"  refugee  assistance  and  peacekeep- 
ing should  all  be  screened  to  determine  if  there  are  better  ways  to  accomplish  these 
goals,  so  as  to  promote  sustainable  development,  or  at  least  to  be  neutral  in  effect. 

B.  Environmental  impact  studies  should  be  required  for  all  U.S..  inter- 
national operations  that  could  have  a  significant  environmental  impact. 
Environmental  impact  assessment  is  one  way  to  efTiciently  implement  the  screening 
of  international  operations.  Procedures  can  be  developed  to  identify  those  projects 
which  are  likely  to  cause  significant  impact  on  human  development  and  the  natural 
environment,  so  that  full-blown  environmental  impact  studies  are  carried  out  only 
when  needed;  the  procedures  would  also  exempt  emergency  situations  and  those 
where  compelling  national  security  objectives  would  be  compromised  by  implement- 
ing a  brief  environmental  assessment  process.  (See  annex  attached.)  Allowing  for 
these  exceptions,  environmental  assessments  should  be  required  for  all  programs 
authorized  under  the  bill,  such  as  the  Trade  and  Development  Agency,  and  'T)uild- 
ing  democracy."  The  bill  should  also  recommend  that  environmental  impact  studies 
be  required  for  those  programs  authorized  under  other  committee  jurisaiction,  such 
as  P.L.  480,  and  the  Export-Import  Bank,  which  are  mentioned  in  policy  statements 
in  the  bill. 

C.  The  bill  should  link  trade  with  sustainable  development;  it  miist  recog- 
nize that  completely  free  trade  does  not  exist,  that  markets  do  not  function 
flawlesslv,  and  that  without  some  compensatory  rules,  trade  can  threaten 
sustainable  development.  In  fact,  trade  experts  no  longer  use  the  simplistic  term 
"free  trade;"  instead,  "liberalized  trade"  more  accurately  refiects  their  goals. 

In  order  for  really  free  trade  to  exist,  certain  pre-conditions  would  be  essential — 
products  would  have  to  be  priced  to  include  their  full  environmental  and  social 
costs,  consumers  would  need  to  have  full  and  open  access  to  information,  and  labor 
rights  would  have  to  be  enforced.  As  these  conditions  are  inordinately  difficult  and 
almost  never  met,  the  U.S.  must  accept  the  need  for  some  compensatory  rules  to 
reduce  the  potentially  damaging  environmental  and  social  effects  of  unregulated 
trade.  In  the  aftermath  of  the  New  Year's  revolt  by  indigenous  peoples  in  southern 
Mexico,  these  safeguards  can  only  be  seen  as  all  the  more  timely. 

As  demonstrated  by  the  North  American  Free  Trade  Agreement  (NAFTA),  the  re- 
lationship between  trade  and  the  global  environment  must  be  taken  into  account. 
The  NAFTA  calls  for  the  United  States,  Canada  and  Mexico  to  conduct  trade  "in 
a  manner  consistent  with  environmental  protection  and  conservation,"  and  so  as  to 
"promote  sustainable  development."  This  bill  should  not  be  an  old-fashioned  commit- 
ment to  "free  trade,"  as  it  appears  in  Sec.  5001.  Above  all,  the  Committee  should 
keep  in  mind  that  trade  is  a  means  to  achieving  improved  quality  of  life 
for  ovx  citizens,  not  an  econometric  end  in  itself. 

Therefore  the  bill  must  contain  a  clear  statement  that  trade  rules  must  be  re- 
formed so  as  to  promote  sustainable  development. 

D.  Compare  the  provisions  in  the  bill  referring  to  OPIC  with  those  for  the 
Trade  and  Development  Agency:  TDA  is  still  in  the  dark  ages.  F*roposed  Sec- 
tion 5201  states  that  "the  purpose  of  the  Trade  and  Development  Agency  is  to  pro- 
mote United  States  private  sector  participation  in  developing  and  middle-income 
countries."  Despite  our  earlier  recommendation  to  remedy  this  glaring  omission, 
there  is  still  not  one  word  in  the  section  about  TDA's  environmental  or  sustainable 
development  responsibilities.  There  is  not  even  a  suggestion  that  it  would  be  a  good 
idea  for  TDA  to  promote  U.S.  skills  in  environmental  impact  studies,  or  energy  effi- 
ciency improvements,  fields  in  which  U.S.  experts  excel  in  the  world. 

The  TDA  assists  with  feasibility  studies  and  other  early  assessments  of  projects. 
Thus  its  work  could  help  assure  that  projects  are  given  thorough  study,  and  that 
reasonable  alternatives  are  seriously  considered,  when  it  is  still  early  enough  to  en- 
sure that  the  most  sustainable  options  are  selected.  This  would  be  of  immense  help 
to  such  agencies  as  the  Export-Import  Bank  and  OPIC,  which  come  into  the  process 
much  later  and  often  face  badly-prepared  projects  when  it  is  too  late  to  make  fun- 
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damental  changes.  Oden  Exim  and  OPIC  only  have  a  choice  between  helping  U.S. 
workers  gain  joDs  in  bad  projects  or  letting  the  jobs  go  to  Germany  or  Japan.  Our 
nation's  scarce  export  promotion  dollars  are  too  precious  to  waste  on  projects  that 
make  the  world's  environmental  problems  worse;  they  should  be  used  as  efficiently 
as  possible,  to  both  promote  employment  here  at  home  and  aid  investments  in  sus- 
tainable development. 

TDA  must  be  given  a  mandate  to  fund  studies  and  promote  investments 
which  further  sustainable  development. 

We  have  attached  as  an  annex  proposed  legislative  language  to  address  the 
changes  we  suggest  in  Part  III. 

rV.  Sustainable  development  must  receive  a  much  greater  funding  priority 
in  U.S.  foreign  assistance. 

While  sustainable  development  is  considered  an  objective  of  this  international  en- 
gagement legislation — a  move  which  we  wholly  applaud — the  goals  of  sustainability 
cannot  be  realized  without  the  needed  financial  resources.  Despite  the  Administra- 
tion's hortatory  emphasis  on  sustainable  development,  funding  for  development  as- 
sistance continues  to  be  one  of  the  smallest  parts  of  the  function  150  account.  Re- 
cent attempts  in  Congress  to  cut  the  deficit  nave  disproportionately  targeted  AID; 
the  Penny-Kasich  amendment  would  have  slashed  development  assistance  by  over 
25  percent.  While  this  committee  does  not  appropriate,  you  can  provide  a  clear  di- 
rective as  to  how  funds  are  allocated. 

Global  challenges  affecting  the  very  basis  of  human  lives  present  perhaps  the 
gravest  long-term  threat  to  our  nation's  future.  Environmental  degradation,  rapid 
population  growth,  poverty  and  hunger  present  the  biggest  obstacles  to  improved 

?[uality  of  life  for  billions  of  people,  and  yet  these  programs  continue  to  receive  by 
ar  the  smallest  proportion  of  funds.  We  urge  you  to  seriously  reconsider  inter- 
national funding  allocations  within  this  account  and  increase  significantly  the  as- 
sistance for  sustainable  development  programs,  including  population,  environment, 
education — especially  of  women  and  girls — health  and  nutrition,  micro-enterprise 
and  sustainable  agriculture.  Along  these  lines,  given  the  end  of  the  Cold  War,  we 
hope  that  military  assistance  continues  to  decline  and  would  urge  the  reallocation 
of  these  funds  to  sustainable  development. 

We  have  difficulty  explaining  to  the  millions  of  members  of  the  National  Wildlife 
Federation,  National  Audubon  Society,  Friends  of  the  Earth  and  Sierra  Club  that 
only  $3  billion  or  so  the  U.S.  international  affairs  budget  goes  to  make  the  planet 
a  more  economically,  environmentally  and  socially  sustainable  place,  (i.e.  "sustain- 
able development")  but  that  the  majority  of  the  funding  goes  to  something  else — 
what  should  we  call  it?  "Unsustainable  development?" 

V.  Other  Problems. 

A.  The  bill  lacks  clear  objectives  for  all  programs,  and  the  extremely  gen- 
eral language,  with  essentially  no  structure  for  implementation,  is  a  cause 
for  concern.  Many  of  the  programs  included  in  the  bill  are  not  clearly  delineated 
in  terms  of  authority  and  guidelines  for  implementation.  The  bill  as  a  whole  should 
reflect  the  level  of  specificity  of  the  language  used  in  Title  V,  Chapter  I — Overseas 
Private  Investment  Corporation.  For  instance,  when  Title  V,  Chapter  2 — Trade  and 
Development  Agency  is  juxtaposed  with  Title  V,  Chapter  I,  it  resembles  more  a  pol- 
icy statement  than  a  law.  This  is  true  of  much  of  the  Dill. 

B.  The  role  of  USAID  is  stUl  not  clearly  defined  in  the  bill.  While  sustain- 
able development  programs  are  highlighted  in  Title  I,  the  agency  which  will  carry 
out  these  programs  is  not  mentioned — the  U.S.  Agency  for  International  Develop- 
ment. This  should  be  remedied.  Also,  we  hoped  that  tne  legislation  will  authorize 
USAID  to  carry  out  its  work  in  sustainable  development  without  excessive  complica- 
tions due  to  shorter  term  political  objectives  on  the  part  of  the  Department  of  State. 

C.  Population  funding  is  not  clearly  definea  and  may  be  used  for  other 
related  areas.  While  we  applaud  the  way  the  bill  highlights  population,  and  recog- 
nizes the  interaction  among  relevant  factors  that  impact  on  fertility,  we  have  some 
concerns  about  how  population  funds  will  be  spent.  The  groups  I  represent  today, 
and  other  population  advocates,  have  encouraged  policymakers  to  broaden  their  un- 
derstanding of  population  to  go  beyond  family  planning,  because  issues  such  as 
women's  economic  status,  literacy  and  child  survival  impact  decisions  about  family 
size.  A  focus  on  these  issues,  and  how  they  relate  to  family  planning  and  reproduc- 
tive health,  is  all  to  the  good. 

However,  as  written.  Section  1102(b){4)(B)  implies  that  child  survival  programs 
could  be  funded  with  family  planning/reproductive  health  funds.  While  these  pro- 
grams should  be  intimately  coordinated,  it  would  greatly  weaken  critical  population 
programs  to  take  scarce  funds  from  one  program,  and  use  them  for  another.  We  are 
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also  very  concerned  that  funding  for  related  programs  such  as  women's  literacy  will 
be  drawn  from  the  limited  population  budget.  It  is  important  to  note  that  the  world- 
wide need  for  family  planning  funding  has  been  calculated  by  the  United  Nations 
to  be  at  least  $9  billion  by  the  year  2000,  and  the  U.S.  is  only  about  halfway  to 
meeting  our  fair  share  of  this  budget.  Therefore,  this  kind  of  fungibility  between 
programs  does  not  make  sense  for  AID.  Both  voluntary  family  planning  and  girls' 
education  need  to  be  adequately  funded. 

D.  The  bill  dances  around  the  relationship  between  sustainable  develop- 
ment and  the  lEIs.  There  is  mention  of  the  need  for  transparency  and  ac- 
countability, but  nothing  to  encourage  the  lEIs  to  adopt  sustainable  devel- 
opment as  a  goal  of  revamped  structural  adjustment  policies.  The  classical 
structural  adjustment  model  prescribed  bv  the  EFIs  for  the  debtor  nations  of  the  de- 
veloping world  contributed  to  the  1980s  lost  decade  of  development."  Those  struc- 
tural adjustment  programs  have  been  devastating  for  the  world's  poor,  and  have 
caused  a  setback  in  development,  and  should  therefore  not  be  given  an  endorsement 
in  the  bill.  Obviously  adjustment  is  needed  in  the  economies  of  most  coun- 
tries, but  must  be  carried  out  with  studied  care  to  prevent  disproportion- 
ate harm  to  the  poor  and  the  environment.  This  bill  should  make  it  clear  that 
it  is  U.S.  policy  to  promote  a  form  of  adjustment  that  does  not  hinder  sustainable 
development. 

In  addition,  the  bill  should  acknowledge  more  than  10  years  of  hearings  and  in- 
vestigations by  several  committees  of  the  Congress,  incluaing  your  own,  Mr.  Chair- 
man, which  found  the  environmental  and  social  performance  of  the  IFIs  to  be  not 
only  inadequate,  but  at  variance  with  U.S.  bilateral  policies.  The  bill  should  make 
it  clear  that  while  some  reforms  have  been  made  by  some  of  the  IFIs,  further 
changes  are  reauired,  in  both  structure  and  operations,  so  that  their  activities  pro- 
mote sustainable  development.  For  example,  there  is  still  little  transparency,  ac- 
countability or  public  participation  by  affected  people  in  their  operations.  There  is 
strong  evidence  that  tne  pressure  to  lend,  and  to  move  money  as  fast  as  possible, 
has  seriously  eroded  project  quality.  In  addition,  the  IFIs  are  still  funding  large- 
scale,  expensive  infrastructure  projects,  and  giving  adequate  attention  to  cost-efiec- 
tive  community-based  investments  in  safe  drinking  water  supplies,  sanitation,  water 
conservation,  energy  efficiency  and  renewable  sources  of  energy  supply.  These  deci- 
sions have  serious  negative  impacts  on  the  health  of  local  people  and  the  economies 
of  the  borrowing  countries. 

The  language  of  22  U.S.C.A.  Sections  262m  and  262m-i  is  a  much  more  appro- 
priate and  useful  description  of  the  status  of  the  IFIs  than  the  proposed  Section 
1301,  and  it  comports  better  with  U.S.  policy  of  the  last  few  years.  The  existing  lan- 
guage also  makes  clear  that  the  Secretaries  of  Treasury  and  State  and  the  Adminis- 
trator of  USAID  will  cooperate  in  promoting  reforms  of  the  IFIs.  We  are  not  aware 
of  any  intention  to  repeal  those  sections.  It  would  make  more  sense  to  keep  these 
provisions  of  current  law  and  delete  the  brief  and  misleading  policy  language  that 
is  proposed  in  the  new  bill. 

E.  The  Export-Import  Bank  section,  like  that  of  the  IFIs,  does  not  ad- 
vance current  U.S.  policy  and  should  be  improved  or  deleted.  Section  5302 
states  that  the  programs  oi  the  Export-Import  Bank  "can  complement  sustainable 
development  programs."  There  are  two  problems  with  this  statement:  first  it  as- 
sumes, like  the  rest  of  the  bill,  that  sustainable  development  is  only  for  the  poor, 
implying  that  what  Exlm  does  is  "real  business."  This  is  exactly  wrong.  Sustainable 
development  is  the  business  of  every  agency  and  everybody.  So  the  goal  of  the  Ex- 

eort-Import  Bank  must  be  to  support  sustainable  development,  both  in  the 
'.S.  and  abroad,  through  its  export  credit  activities. 

Second,  even  if  sustainable  development  were  only  for  the  poor,  then  the  bill 
should  state  that  ExIm's  programs  "shall"  or  at  least  "should"  complement  them. 
Why  use  the  word  "can'7  The  Bank  is  currently  in  the  process  of  re-thinking  its  pro- 
cedures for  screening  environmentally  and  socially  destructive  projects.  Tne  least 
this  bill  could  do  is  to  encourage  the  Bank  to  rethink  how  it  makes  lending  deci- 
sions, so  that  its  funds  are  directed  to  projects  that  serve  the  long-term  best  inter- 
ests of  this  country,  as  well  as  support  domestic  employment. 

F.  Indigenous,  meaning  'tribal,"  peoples  lose  ground  in  this  bill. 

1.  The  language  of  the  bill  is  completely  confused  on  the  meaning  of  the  word  "in- 
digenous." Tne  term  "indigenous"  in  this  context  is  supposed  to  indicate  native,  trib- 
al peoples,  who  are  usually  but  not  always  minorities,  but  who  are  almost  always 
specifically  discriminated  against,  even  by  other  poor  peasant  populations.  They 
definitely  do  not  consider  themselves  just  another  type  of  non-governmental  organi- 
zation. But  in  this  bill,  in  several  places  the  word  is  clearly  and  mistakenly  used 
to  mean  "local"  (see  Sec.  1102  (c)(1)(C)  "indigenous  local  organizations";  Sec.  1103 
(aX3)  "indigenous  university  systems";  and  Sec.  7302(c)  (2)  "indigenous  nongovem- 
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mental  organizations")  Sometimes  it's  just  plain  unclear  what  it  means  (see  Sec. 
1  102(cXlXB)  "local  and  indigenous  women's  groups";  is  this  referring  to  groups  of 
non-tribal  and  tribal  women?) 

Apparently,  the  drafters  were  trying  to  accommodate  the  key  point,  that  they  had 
heard  from  somewhere,  that  for  development  to  be  sustainable  it  must  be  carried 
out  in  consultation  with  local  people,  but  they  didn't  know  what  words  to  use.  This 
must  be  fixed,  and  all  it  needs  is  a  simple  drafting  change  to  the  effect  of  "consult- 
ing with  indigenous  peoples  and  local  nongovernmental  organizations." 

2.  But  we  take  this  error  more  seriously  when  we  see  it  combined  with  the  dele- 
tion of  the  special  reference  to  indigenous  peoples  that  exists  in  the  current  law  re- 
quiring preparation  of  the  State  Department  annual  country  reports  on  human 
rights  (the  Cranston  Amendment).  (Compare  the  language  of  P.L.  102-391  [H.R. 
5368]  to  that  of  Sec.  7302(d)  in  the  current  proposal).  Indigenous  peoples  suffer  dis- 
proportionately from  human  rights  violations,  and  are  not  infrequently  subject  to 
mistreatment  that  amounts  to  genocide.  (See  this  year's  country  report  on  Guate- 
mala). Section  7302(d),  the  annual  country  report  requirement,  must  include  the  fol- 
lowing language: 

"*  *  *  including  coerced  abortion  and  involuntary  sterilization,  as  well  as 
the  political,  social  and  economic  rights  of  indigenous  peoples,  including 
their  participation  in  their  countries'  political  processes,  the  safeguarding  of 
their  cultural  traditions,  and  their  access  to  land  and  natural  resources." 

G.  The  "Early  Project  Notification  System"  used  by  the  U.S.  Government 
to  detect  potentially  dama^ng  projects  funded  by  the  International  Finan- 
cial Institutions,  should  be  renewed  and  strengthened  bv  the  bill.  AID,  in 

cooperation  with  the  U.S.  Treasury  Department,  has  established,  a  system  of  track- 
ing proposed  IFI  projects  through  the  AID  missions  and  U.S.  embassies  located  in 
the  developing  world.  The  Early  Project  Notification  System,  often  referred  to  as  the 
"Early  Warning  System,"  was  formally  established  by  the  U.S.  Congress  in  1987  to 
provide  information  about  environmental  and  social  impacts  of  a  whole  range  of  pro- 
posed projects  in  advance  of  the  loans  coming  to  the  EFI  board  for  approval.  We  have 
seen  the  value  of  this  process,  and  we  do  not  want  to  see  it  eliminated.  But  we  are 
sympathetic  with  USAlD's  desire  to  use  staff  time  efficiently,  and  to  concentrate  on 
a  smaller  list  of  high  priority  IFI  problems.  We  understand  that  USAID  is  in  the 
process  of  developing  an  "environmental  action  agenda"  to  identify  priorities  for  use 
in  fulfilling  its  monitoring  function.  To  be  effective,  this  work  would  have  to  involve 
the  field  missions,  several  USAID  technical  offices,  the  Global  Bureau  and  policy 
and  political  level  staff,  and  be  carried  out  in  consultation  with  NGOs  and  the  Con- 
gress. If  taken  seriously,  and  given  enough  staff  resources  to  do  a  good  job,  this 
work  could  substantially  upgrade  the  capability  of  the  U.S.  government  to  leverage 
the  IFIs  toward  our  nation's  sustainable  development  goals.  But  while  we  are  opti- 
mistic, we  are  not  convinced  that  elimination  oi  the  "early  warning"  list  will  result 
in  the  hoped-for  increased  USAID  emphasis  on  leveraging  reforms  at  the  IFIs. 
Therefore,  we  urge  the  Committee  to  woric  with  USAID  in  crafting  bill  language 
that  commits  AID  to  a  strong  but  reasonable  effort  in  this  area. 

H.  In  terms  of  humanitarian  relief,  the  bill  stUl  needs  to  emphasize  disas- 
ter prevention,  not  just  disaster  relief.  The  bill  does  not  recognize  the  relation- 
ship between  disaster  prevention,  disaster  relief,  and  an  appropriate  follow-up  to 
prevent  a  recurrence;  emphasis  is  placed  squarely  on  relief,  with  no  attention  at  all 
given  to  disaster  prevention  or  follow-up.  The  bill  should  recognize  that  promoting 
sustainable  development  and  decreasing  environmental  degradation  are  means  for 
preventing  or  mitigating  humanitarian  crises.  The  bill  should  also  emphasize  other 
disaster  prevention  measures,  such  as  strengthening  local  capacity  to  confront  the 
underlying  causes  of  these  calamities. 

I.  The  provisions  of  the  Development  Fund  for  Africa  (DFA)  in  the  bill  are 
weaker  than  current  law.  Along  with  the  African  Famine  Relief  and  Recovery 
Act,  the  existing  DFA  law  provides  people-centered  assistance  to  Sub-Saharan  Afri- 
ca and  outlines  as  critical  priorities  sustainable  agricultural  production  and  natural 
resources  management.  Current  law  also  wisely  requires  AID  to  establish  an  "Africa 
Fund"  for  three  critical  needs:  maintaining  and  restoring  the  renewable  natural  re- 
source base;  voluntary  family  planning  services;  and  improving  health  conditions. 
Also,  the  current  law  contains  language  that  requires  local  participation  and  the 
participation  of  African  women,  not  simply  that  they  be  "taken  into  account"  as  this 
Dill  states.  We  urge  the  committee  to  retain  the  programmatic  provisions  of  the  DFA 
as  it  is  written  under  current  law.  We  also  recommend  that  the  separate  authoriza- 
tion for  Africa  be  maintained. 

[The  annex  referred  to  may  be  found  in  committee  files.] 
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Senator  Sarbanes.  Thank  you  very  much.  I  would  like  to  ask  a 
simple  question  about  the  Amsterdam  goal,  Ms.  Bruce,  that  you 
made  reference  to.  Could  you  tell  us  a  bit  about  that? 

Ms.  Bruce.  Well,  my  understanding  is  there  was  a  donor's  meet- 
ing in  1989  to  try  to  mobilize  international  resources  in  the  area 
of  population  assistance.  The  notion  was  that  the  United  States 
would  try  to  raise  its  contribution  up  to  $1.4  billion — I  think  that 
is  the  correct  number — by  the  year  2000. 

Senator  Sarbanes.  But  whose  judgment  was  that?  I  guess  what 
I  am  searching  for  is  this:  We  get  presented  a  goal,  this  $1.4  bil- 
lion, and  I  am  trying  to  find  out  what  the  basis  for  it  is.  Who 
agreed  to  such  a  goal,  because  now  we  are  told  you  really  are  fall- 
ing far  short  of  the  Amsterdam  goal.  Did  we  ever  agree  to  the  Am- 
sterdam goal? 

Ms.  Bramble.  Can  I  help.  Senator? 

Senator  Sarbanes.  Yes,  certainly. 

Ms.  Bramble.  My  understanding  is  that  the  donor's  meeting  was 
a  bit  more  than  that.  It  included  a  number  of  experts  from  around 
the  world  and  the  calculations  were  presented  there  of  expected 
population  growth  over  the  next  decades  and  the  percentage  of  con- 
traceptive use  that  would  need  to  be  attained  in  order  to  stabilize 
population  by  certain  dates,  and  they  gave  different  scenarios. 

I  am  not  going  to  get  the  numbers  exactly  right,  but  something 
like  70  percent  of  families  within  a  certain  age  group  need  to  be 
actually  using  contraceptives  according  to  some  fairly  sophisticated 
calculations  in  order  to  reach  numerical  goals  which  will  lead  to 
stabilization  within  a  period  of  years,  and  it  is  a  rather  long  period 
of  years.  This  is  a  very  sophisticated  analysis  that  was  done. 

It  was  a  meeting  of  experts,  not  an  international  negotiation,  so 
these  presentations  were  made,  and  the  groups  there  calculated 
what  it  would  cost  to  meet  that  contraceptive  use,  what  would  be 
the  fair  share  of  developing  countries  themselves  from  their  inter- 
nal financing.  What  was  lefl  over  became  the  international  assist- 
ance burden.  Then,  that  was  allocated  amongst  different  countries 
along  a  fairly  normal  U.N.  sharing  arrangement  which  I  am  not 
sure  of,  but  I  think  the  United  States  is  taking  10  percent.  So  that 
is  even  low  compared  to  some  of  our  other  normal  funding  agree- 
ments. But  it  was  not  an  official  negotiation.  It  was  a  meeting  that 
yielded  a  rational  answer  to  have  different  parties,  both  the  devel- 
oping countries  themselves  and  the  international  community,  take 
up  this  calculated  need. 

At  that  point,  what  countries  wish  to  do  about  it  is,  of  course, 
up  to  them.  But  we  are  urging  that  it  is  a  sensible  and  rational 
approach.  It,  as  far  as  I  understand  it,  was  not  a  monetary  commit- 
ment. 

Ms.  Bruce.  The  documents  that  are  being  prepared  for  Cairo 
have  used  it  pretty  much  as  a  guideline  right  in  the  preamble  for 
what  they  are  hoping  the  international  community  can  do. 

Senator  Sarbanes.  I  want  to  ask  a  question,  Ms.  Bramble,  about 
the  endowment  authorities  that  are  in  this  leg^islation.  Now,  you 
would  get  a  lump  sum  grant,  you  would  place  it  into  an  interest- 
bearing  account,  is  that  right? 

[Ms.  Bramble  nods  affirmatively.] 
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Senator  Sarbanes.  And  then  you  would  fund  projects  off  the  in- 
terest on  the  account? 

Ms.  Bramble.  That  is  basically  correct.  Are  you  speaking  of  the 
endowments  in  the  national  funds  in  the  particular  countries? 

Senator  Sarbanes.  For  the  environmental  purposes,  the  so-called 
endowment  authorities. 

Ms.  Bramble.  I  want  to  make  sure  I  am  talking  about  the  same 
section  that  you  are.  The  one  that  I  am  interested  in  is  the  one 
that  allows  funds  from  AID  to  make  contributions  to  national 
funds.  Is  that  the  right  thing?  Do  you  know  what  section  we  are 
talking  about? 

Senator  Kassebaum.  Any  NGO  that  has  a  national  endowment 
fund  can  put  AID  moneys  into  that  fund. 

Ms.  Bramble.  Into  that  one,  right.  Exactly. 

Senator  Sarbanes.  So  AID  is  giving  you  a  capital  grant,  is  that 
right? 

Ms.  Bramble.  In  our  view,  they  are  not  giving  it  to  us,  they  are 
giving  it  to  a  foundation-like  entity  which  begins  to  operate  and 
teach  how  one  operates  such  an  entity  in  countries  where  that  is 
quite  novel.  Where  it  has  been  done,  several  places  in  Latin  Amer- 
ica and  the  Philippines,  it  has  been  immensely  successful.  AID  has 
contributed  to  the  one  in  the  Philippines,  and  debt  relief  machina- 
tions have  contributed  to  the  ones  in  Latin  America. 

What  is  the  outcome  is  that  people  who  are  not  used  to  handling 
money,  making  their  own  decisions,  having  to  operate  with  rules 
of  transparency,  accountability,  and  making  decisions  about  prior- 
ities, are  put  in  the  position  of  learning  how  to  do  all  that  with 
fairly  small  and  undamaging  amounts  of  money. 

We  think  that  if  the  rules,  as  we  understand  them  from  the  ones 
in  Latin  America  and  the  one  in  the  Philippines,  promote  respon- 
sibility among  local  nongovernmental  organizations  and  are  going 
to  be  very  useful  because  they  will  attract  funds  from  other 
sources.  The  AID  money  that  began  the  national  endowment  in  the 
Philippines  has  been  only  the  first  of  many  other  placements  of 
funds  into  that  endowment  which  is  called  the  Foundation  for  the 
Philippines  Environment.  And  they  are  getting  more  and  more  do- 
nations from  other  places  and  are  looking  for  the  potential  debt-for- 
nature  swaps.  For  instance,  to  yield  funds  into  these  types  of  ar- 
rangements. 

Senator  Sarbanes.  You  spoke  of  accountability,  but  how  do  you 
have  accountability  to  the  Congress  for  the  use  of  these  funds? 

Ms.  Bramble.  I  think  the  clearest  way  to  do  that  is  for  the  Con- 
gress to  set  the  rules  which  will  operate  for  all  of  the  foundations. 
It  is  going  to  be  an  endowment.  The  ones  we  have  seen  have 
abroad.  It  operates  like  a  foundation  board  in  the  United  States. 

We  in  the  public  and  you  in  the  Congress  do  not  decide  for  the 
Rockefeller  Foundation  what  kinds  of  projects  they  are  going  to 
use,  but  you  do  allow  people  to  make  donations  into  those  kinds  of 
organizations  and  get  a  tax  deduction  for  them.  So  in  a  sense,  you 
are  promoting  public — originally  private  but  then  public — money  to 
go  into  foundations.  Why  is  that  OK?  It  is  because  the  foundation 
has  rules  under  which  it  must  operate  and  it  has  to  report  back 
to  the  IRS,  and  in  some  cases  to  the  Congress,  on  a  whole  series 
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of  things.  And  trying  to  teach  that  responsibility  is  one  of  the  best 
things  about  this. 

Senator  Sarbanes.  But  the  analogy  does  not  quite  work  because 
we  do  not  make  a  direct  taxpayer  grant  to  the  Rockefeller  Founda- 
tion. 

Ms.  Bramble.  Of  course  not. 

Senator  Sarbanes.  We  do  not  tax  money  from  people  and  then 
appropriate  it  to  the  Rockefeller  Foundation. 

Ms.  Bramble.  No,  but  you  do  encourage  people  to  give  money  to 
certain  kinds  of  foundations  and  to  charities  that  do  essentially  the 
same  thing. 

Senator  Sarbanes.  Of  course,  we  do  that  now  overseas  as  well. 

Ms.  Bramble.  Excuse  me? 

Senator  Sarbanes.  We  do  that  now  overseas  as  well.  People  can 
take,  in  many  instances,  a  tax  deduction  for  contributions  which 
they  make. 

Ms.  Bramble.  And  the  organization  then  might  spend  that 
money  overseas. 

Senator  Sarbanes.  Right. 

Ms.  Bramble.  But  that  does  not  help  the  local  groups  learn  how 
to  match  the  money  unless  the  responsibility  devolves  onto  them. 
What  we  think  is  the  most  innovative  thing  about  this  is  that  it 
takes  relatively  small  amounts  of  money,  which  could  be  seen  as 
risky  if  they  were  large,  and  trains  people  how  to  use  them  while 
they  are  still  small. 

One  of  the  things  that  we  have  suggested  about  the  rules  that 
the  Congress  could  set  is  that  the  smaller  the  grantmaking  author- 
ity that  this  foundation  might  have,  the  easier — or  let  us  say  the 
least  specific  redtape  hoops  would  have  to  be  gone  through.  But  if 
there  are  larger  and  larger  grants  there  need  to  be  more  and  more 
redtape  hoops,  reporting  back  to  AID  on  any  grants  over  $50,000, 
for  example,  or  reporting  and  having  AID  report  those  directly  to 
you  if  it  got  over  another  certain  large  amount. 

So  it  balances  the  risk  against  the  possibility  of  allowing  people 
to  learn  how  to  manage  small  amounts  of  money  in  an  accountable 
and  transparent  way.  If  there  is  the  need  for  regular  accounting 
from  certified  public  accountants,  that  is  important.  There  would 
be  rules  for  having  people  rotate  off  these  boards  so  that  the  notion 
of  being  in  responsibility  and  leaving  again  becomes  normal,  the  re- 
sponsibility for  having  open  meetings,  annual  reports  on  all  the 
grants  made,  and  conflict  of  interest  rules.  Also,  no  grants  could  be 
made  to  the  institution  that  one  is  associated  with  and  the  person 
who  is  on  the  board  would  not  be  able  to  make  any  decisions  or 
votes  about  grants  to  the  institution  they  came  from.  These  are  a 
whole  lot  of  things  that  are  fairly  normal  conflict  of  interest  rules 
here,  but  trust  among  people  in  many  other  countries  is  not  quite 
that  simple.  And  we  have  found  these  endowments,  the  ones  we 
have  seen  so  far,  to  be  remarkably  helpful  in  having  them  grow. 

Senator  Sarbanes.  Thank  you.  Senator  Kassebaum? 

Senator  Kassebaum.  Ms.  Bruce,  I  would  Hke  to  ask  you  about 
whether  the  Population  Council  has  done  any  real,  indepth  analy- 
sis of  any  of  the  AID  population  programs  and  moneys  for  the  past 
several  vears,  and  the  effectiveness  of  the  programs  that  have  been 
undertaken? 
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Ms.  Bruce.  Well,  we  have  undertaken  in  partnership  with  AID, 
in  other  words  with  AID  support,  and  in  partnership  with  the  pro- 
grams under  study  10  complete,  and  now  almost  15  of  we  call  situ- 
ation analyses.  These  are  rapid  appraisals  of  the  effectiveness  of 
service  delivery. 

And  they  differ  from  other  kinds  of  appraisals  because  they  do 
not  just  count  your  inputs,  the  money  you  put  in,  how  much  you 
cared  about  it,  how  many  people  vou  trained.  It  actually  looks  at 
the  client-provider  transaction  ana  finds  out  what  happens  to  peo- 
ple in  services. 

And  what  we  have  found — do  you  want  me  to  go  on?  I  suppose 
you  want  some  of  the  punch  lines.  What  we  have  found  is  there  are 
areas  I  think  where  we  have  made  tremendous  gains.  For  example, 
there  are  in  most  places  a  number  of  methods  available,  but  inter- 
estingly there  are  usually  more  methods  available  than  individual 
clients  are  told  about. 

There  is  still  a  problem  of  provider  biases  or  biases  because  of 
our  own  evaluation  measures,  and  this  is  an  area  where  we  have 
problem,  to  provider-dependent  or  long-acting  methods.  So  a 
woman  might  come  in  and  there  might  be  four  different  contracep- 
tives available  and  she  might  be  told  about  two.  That  kind  of  find- 
ing is  very  consistent. 

So  you  will  go  from  there  being  good  supplies  available  yet  the 
client-provider  transaction  being  very  incomplete  as  to  the  informa- 
tion the  woman  gets  about  what  are  her  choices,  what  are  the  side 
effects,  what  she  should  do  if  she  has  a  problem.  And  by  the  time 
you  get  down  to  the  proportion  of  clients  who  have  received  appro- 
priate information  and  technical  care,  it  might  be  20-25  percent  in 
the  worst  programs.  And  when  I  say  that  I  mean  programs  where 
the  managers  themselves  would  tell  you  that  like,  for  instance,  in 
Tanzania  the  Minister  of  Health  will  say  this. 

Now,  these  reviews  are  very  useful  because  they  are  manage- 
ment benchmarks  from  which  we  can  work.  And  so  we  undertake 
them  because  there  is  a  willingness  now  to  work  through  each  of 
the  problems  identified  and  make  them  better. 

And  I  think  the  good  news  is  that  without  exception  the  man- 
agers are  happy  to  have  this  information,  the  providers  are  eager 
to  have  it.  The  people  who  enter  this  field  do  so  because  they  want 
to  help  people.  If  we  can  help  them  identify  the  problems,  they 
want  to  change.  And  some  of  the  problems  we  identify,  of  course, 
are  resource  limits,  just  straight  resource  limits,  not  enough  con- 
traceptives, and  so  forth. 

Senator  Kassebaum.  But  have  you  not  found,  I  would  think,  that 
when  providers  presented  several  options,  there  is  some  significant 
cultural  sensitivities  that  come  into  play? 

Ms.  Bruce.  From  the  provider's  view?  Yes,  in  most  places  there 
is  an  inhibition  about 

Senator  Kassebaum.  Or  the  clients. 

Ms.  Bruce.  Yes.  There  are  often  biases  about  serving  the  unmar- 
ried. There  are  often  biases  about — even  though  there  are  no  rules 
or  laws,  even  serving  women  with  too  few  children.  You  know,  it 
may  be  the  provider's  view  that  a  woman  has  too  few  children  and 
she  should  really  have  more,  and  that  accounts  for,  among  other 
things,  the  very  poor  referral  links  between  maternal  and  child 
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health  services  and  family  planning  services  which  is  something  I 
hope  we  could  ameliorate. 

Senator  Kassebaum.  In  your  studies,  country  specific,  have  you 
noticed  a  decline  in  population  growth? 

Ms.  Bruce.  There  is  certainly  lots  of  good  news  to  report  in  the 
sense  that  there  is  increasing  contraceptive  prevalence,  and  I  think 
services  are  getting  better.  But  what  I  hope  my  remarks  suggested 
is  that  if  we  make  it  seem  as  if  meeting  the  unmet  need  for  family 
planning  alone  is  going  to  bring  about  population  stabilization, 
many  countries  are  going  to  be  deeply  disappointed. 

And  what  happens  when  we  limit  our  discussion  to  that  para- 
digm is  that  when  countries  do  not  get  where  they  thought  they 
would  go  through  services,  and  they  do  not  have  any  other  lan- 
guage. They  do  not  say,  well,  maybe  we  should  invest  more  in  the 
education  of  girls,  or  maybe  we  should  think  about  what  happens 
to  the  girls  after  primary  school  education.  They  can  start  imposing 
pressures  on  providers  and  targets  in  countries  which  up  to  then 
have  functioned  quite  well.  They  suddenly  have  performance  tar- 
gets placed  on  willing  providers,  and  it  begins  to  clog  what  has 
been  an  effective  and  fair  client-provider  relationship. 

Senator  Kassebaum.  Well,  I  think  that  is  a  good  point  that  you 
made  in  your  statement  about  there  being  other  aspects  of  this 
that  have  to  be  taken  into  consideration. 

Senator  Sarbanes.  Thank  you.  Senator  Jeffords. 

Senator  Jeffords.  Thank  you.  Let  me  ask  some  questions  about 
where  do  we  go  from  here?  Certainly  I  think  we  all  agree  that  pop- 
ulation growth  is  the  most  critical  issue  as  far  as  the  environment 
is  concerned.  Expanding  populations  create  some  problems.  Ninety 
percent  of  the  growth  is  in  the  developing  nations,  and  combined 
with  that  are  the  problems  of  ethnic,  cultural,  and  religious  dif- 
ficulties. 

How  do  we  try  to  cope  with  that  in  our  aid  programs  to  affect 
population  growth  which  is  obviously  the  biggest  part  of  the  prob- 
lem? 

Ms.  Bruce.  Well,  I  think  dialog,  bringing  this  to  the  table  con- 
stantly is  important.  I  just  returned  from  Cairo,  where  I  sat  with 
70  individuals,  mainly  women  from  Arab  countries.  I  have  worked 
in  Arab  world  for  the  last  20  years,  and  there  is  even  in  those  envi- 
ronments where  we  hear  so  much  about  religious  opposition — tre- 
mendous interest  and  readiness  particularly  among  women's  and 
the  human  rights  constituencies  to  get  services,  for  example. 

My  suggestion  would  be  that  we  in  a  few  countries — maybe  a  few 
countries  we  specially  identify — look  through  the  entire  range  of 
our  investments  with  those  countries  and  see  whether  we  are  mak- 
ing the  best  use  of  our  funds.  What  are  we  doing  in  agriculture? 
What  are  we  doing  in  education?  Are  we  increasing  the  demand  for 
child  labor  which  increases  fertility  demands  and  pressures  on 
women  at  the  same  time  we  are  offering  family  planning  services? 

When  we  come  to  talk  about  population,  let  us  talk  about  popu- 
lation and  not  just  family  planning.  Let  us  make  people  see  this 
as  part  of  a  broad  developmental  effort.  And  I  am  one  for  beginning 
small,  just  because  I  think  we  have  a  learning  process  ahead  of  us. 

But  I  would  say  that  if  we  picked  a  few  countries  we  felt  we 
could  really  work  effectively  through  the  Ambassador,  where  we 
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have  good  relationships,  aid  missions  are  ready,  we  could  learn  a 
lot. 

And  I  think  in  the  language  we  use  it  is  really  very  important, 
when  we  talk  about  population  policy,  broadly  this  is  an  issue  of 
the  balance  of  people  and  resources — and  not  immediately  jump 
into  a  discussion  of  family  planning.  This  raises  distrust,  and  I 
honestly  think  that  we  should  think  about  renaming  some  of  the 
things  we  do  and  actually  have  initiative  called  family  planning 
and  reproductive  health,  and  use  the  population  in  other  places 
that  also  belong,  such  as  broad-based  economic  development. 

Finally,  our  failure  so  far  to  really  highlight  the  role  of  women 
is  a  terrible  problem.  We  have  to  pull  out,  wherever  we  can,  efforts 
we  can  make  to  increase  women's  access  to  and  control  of  re- 
sources, and  to  increase  women's  educational  levels.  The  most  re- 
cent report  from  the  U.N.,  which  was  just  released  a  few  days  ago, 
shows  an  even  stronger  relationship  than  we  had  ever  seen  be- 
tween women's  education  and  fertility,  and  it  is  synergistically 
linked  to  the  level  of  development. 

In  those  countries  where  you  are  beginning  to  have  some  real 
economic  growth,  you  can  have  a  gap  as  many  as  four  children  be- 
tween women  with  no  education  and  women  with  10  years  of  edu- 
cation. In  countries  with  less  active  development  paths  the  dif- 
ference between  those  with  no  education  and  those  with  10  years 
of  schooling  is  only  two.  So,  synergistically  linked — that  is  exactly 
the  phrase. 

I  also  would  hope  that  we  can  educate  ourselves  broadly.  We  do 
a  lot  of  communication  through  our  NGO's,  but  through  tne  people 
in  the  State  Departments  or  USAID  and  so  forth,  that  we  really 
make  population  a  big,  central  subject  of  development  and  not  sole- 
ly connected  to  this  notion  of  birth  control,  and  we  will  have  allies. 

Ms.  Bramble.  May  I  add  one  point  to  that?  I  feel  compelled  to 
say  this,  even  though  your  committee  does  not  have  jurisdiction 
over  it.  But  as  you  all  know,  the  driving  force  for  most  changes  in 
the  world  right  now  really  comes  from  the  United  States.  Every- 
body in  the  world  wants  to  do  what  we  do  and  have  what  we  have. 

And  the  single  most  important  thing  I  think  that  would  change 
how  a  lot  of  people  feel  about  the  population  question  in  other 
countries  is  if  they  saw  us  taking  quite  seriously  the  equation  be- 
tween resource  use  and  population. 

If  we  really  thought  that  an  additional  person  had  a  major  re- 
source implication  for  the  world,  we  would  take  a  look  at  where 
people  use  more  resources,  and  that  is  in  the  United  States,  in  Eu- 
rope, and  Japan.  We  are  the  people  with  the  problem,  not  the  peo- 
ple who  use  almost  nothing  in  their  entire  lives. 

So,  to  me  we  have  a  kind  of  deal  to  make  with  the  rest  of  the 
world  which  is  we  will  try  to  ameliorate  our  gross  waste  of  re- 
sources in  this  country  and  come  something  toward  a  fair — what 
we  call  an  environmental  footprint  that  our  country  places  on  the 
world,  if  they  will  address  the  part  that  is  their  fair  share. 

But  it  is  really  ridiculous  and  extremely  hard  for  me  to  make 
sound  population  arguments,  resource  population  arguments,  to 
people  who  use  one-thirtieth  of  the  energy  that  any  one  person 
here  does.  You  can  talk  about  family  planning  because  women 
want  that,  and  women  want  to  make  progress  in  their  lives.  But 


103 

for  population  we  have  got  to  make  an  equation  between  popu- 
lation and  consumption  rates  per  person.  And  then  we  come  back 
to  something  that  is  in  the  jurisdiction  of  the  whole  rest  of  this 
Government  and  the  Congress,  which  is  our  own  domestic  policy. 

Senator  Jeffords.  To  follow  up  on  that,  bringing  health  care  to 
a  country,  a  developing  nation  in  particular,  changes  the  whole  dy- 
namic of  population  growth.  Even  just  in  indigenous  populations  in 
Canada  we  have  seen  that.  Canada  provided  health  care  to  the  in- 
digenous populations,  and  in  a  short  brief  period  of  time  the  popu- 
lation doubled  because  they  had  good  health  care. 

How  do  you  combine  attempts  at  educating  the  population  while 
bringing  together  improvements  that  have  a  dramatic  effect  on 
population?  Many  of  these  families  are  used  having  to  have  10  kids 
in  order  to  ensure  that  a  few  survive.  What  is  being  done  in  that 
area? 

Ms.  Bruce.  The  child  survival  piece  of  this  I  know  less  about 
than  I  should  but  I  will  tell  you  what  I  know.  In  most  countries 
where  you  have  very  high  rates  of  fertility,  of  course  what  is  in 
place  are  not  vertical  family  planning  programs  but  primary  health 
care  programs.  However,  they  often  are  even  compartmentalized  so 
that  there  is  one  place  people  are  going  for  contraceptive  services 
and  another  place  where  women  stand  in  line  with  their  children 
to  be  immunized. 

What  often  happens  is  even  if  a  woman  wants  many  children  she 
does  not  want  them  all  on  top  of  each  other.  And  one  thing  we  real- 
ly need  to  make  much  better  use  of  are  reciprocal  links  between 
the  health  sectors. 

We  have  done  recent  studies  in  Africa  in  which  we  found  that 
the  women  waiting  in  line  to  have  their  child  immunized — and 
they  are  making  daily  decisions  about  who  gets  health  care  because 
of  the  time  limits.  So,  they  are  not  going  to  tend  to  their  own 
health  care.  They  can  make  one  trip.  The  trip  is  for  their  youngest 
child.  They  are  carrying  their  youngest  child. 

It  makes  perfect  sense  to  say  to  this  woman,  "are  there  health 
care  needs  that  you  have"  and  "what  about  contraception?"  It  is  an 
add-on  that  might  even  sitting  right  next  door  at  no  extra  budg- 
etary cost  but  the  health  service  has  become  so  fragmented  because 
of  categorical  talking  and  categorical  funding. 

Some  very  basic  infrastructural  elements  will  also  improve  child 
survival  such  as  domestic  water  supply.  Domestic  water  supply  will 
ease  the  burden  on  millions  of  women  around  the  world  and  makes 
a  huge  contribution  to  child  survival  because  it  promotes  hygiene 
and  potable  drinking  water  and  so  forth. 

So,  I  believe  that  within  this  goal  of  child  survival  we  must  in- 
crease parents'  certainty  their  children  will  survive — we  could  pick 
out  in  each  country,  a  few  really  very  important  things  to  do  which 
might  be  offered  at  one  multiservice  center  without  having  to,  as 
I  say,  completely  rebuild  a  whole  new  infrastructure. 

Ms.  Bramble.  And  do  not  forget  the  education  for  girls.  We  can- 
not say  that  enough.  We  say  it  six  times  every  time  we  go  any- 
where, but  the  calculations  of  the  changes  in  women's  desires  and 
choices  with  every  year  of  added  education  over  essentially  the 
fourth  grade  is  so  astonishing  that  in  a  very  short  period  of  time, 
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if  that  were  attended  to  at  the  same  time,  you  would  see  women 
making  different  choices. 

Ms.  Bruce.  May  I  add  one  last  word?  Girl's  education  increases 
child  survival.  The  children  of  educated  women,  and  4  years  is 
enough  is  many  cases,  survive  at  much  higher  rates.  Their  earn- 
ings in  whatever  form  are  higher.  Women's  earnings  are  invested 
directly  in  children.  There  is  no  leakage  whatsoever.  So,  child  in- 
vestment increase  dramatically  when  we  link  education  and  wom- 
en's livelihoods.  There  is  not  an  area  of  loss.  It  is  just  wins  all  the 
way  across. 

Senator  Jeffords.  Thank  you.  Mr.  Chairman,  I  would  like  my 
statement  to  be  a  part  of  the  record. 

Senator  Sarbanes.  Certainly  it  will  be  included  in  the  record. 

[The  prepared  statement  of  Senator  Jeffords  follows:] 

Prrpared  Statement  of  Senator  James  M.  Jeffords 

Mr.  Chairman:  I  am  pleased  to  see  this  distinguished  Hst  of  witnesses  for  today's 
hearing.  They  represent  a  wide  range  of  experts,  many  with  long  personal  experi- 
ence in  the  development  field  that  should  be  very  useful  to  us  as  we  attempt  to  re- 
work our  foreign  assistance  priorities  and  programs. 

We  need  to  reorient  our  priorities,  both  at  home  and  abroad.  In  the  international 
sphere,  we  must  continue  the  effort  to  do  away  with  chemical  weapons,  to  stop  the 
proliferation  of  weapons  of  mass  destruction  and  to  conclude  a  comprehensive  nu- 
clear test  ban  treaty.  These  actions  would  free  us  up  to  concentrate  on  the  real 
need — to  reorient  our  foreign  assistance  programs  from  military  aid  to  basic  devel- 
opment and  human  needs  assistance.  I  am  particularly  concerned  that  insufiicient 
attention  is  being  paid  to  the  critical  issues  of  overpopulation  and  of  environmental 
devastation. 

I  will  focus  my  efforts  on  these  issues  as  we  conduct  this  long  overdue  comprehen- 
sive reform  of  our  foreign  aid  programs  and  of  the  Agency  for  International  Develop- 
ment. Reform  is  essential  if  we  are  to  maintain  a  constituency  for  foreign  assistance 
among  the  American  people.  As  it  is,  the  cries  for  abandoning  our  obligations  abroad 
and  worrying  just  about  our  problems  here  at  home  ring  out  loudly.  I  must  admit 
I  am  somewhat  sympathetic  to  their  cause.  However,  I  firmly  believe  that  foreign 
assistance,  if  properly  channeled  and  utilized,  is  in  our  own  long-term  best  interest. 
But  we,  and  the  Administration,  must  make  that  case  more  forcefully,  and  tailor 
our  programs  so  as  to  make  this  goal  a  reality. 

Yes,  we  want  to  aid  developing  countries  who  share  our  basic  philosophy  for  very 
sound  ideological  and  humanitarian  reasons,  not  the  least  of  wnich  is  that  demo- 
cratic allies  are  much  less  likely  to  go  to  war.  Environmental  devastation  and  loss 
of  biodiversity  around  the  world  is  increasing  at  an  alarming  rate,  preventing  many 
nations  from  climbing  out  of  terrible  poverty.  The  legislation  before  us  outlines  an 
approach  to  these  problems,  however,  it  does  not  address  why  it  is  in  our  own  best 
interest  to  do  these  things — why  the  relief  of  human  suffering  and  the  provision  of 
basic  human  needs  is  the  key  to  our  own  domestic  prosperity. 

Maintenance  of  our  own  standard  of  living  and  the  hope  of  providing  a  better  life 
for  our  children  requires  expansion  of  our  economy.  And  the  only  realistic  avenue 
for  growth  in  the  near  future  is  exports.  To  whom  will  we  sell  our  goods  and  serv- 
ices? The  most  rapidly  expanding  markets  are  in  the  Third  World.  Helping  people 
in  their  struggle  to  climb  out  of  poverty  and  to  develop  representative  governments 
will  also  create  opportunities  for  economic  cooperation.  If  we  withdraw  into  our 
shell,  consumed  by  the  many  real  and  vexing  domestic  problems  that  demand  our 
time  and  energies,  we  will  have  failed  to  take  advantage  of  the  many  opportunities 
presented  by  this  new  era.  Now  that  we  have  won  the  Cold  War,  we  must  not  get 
cold  feet! 

We  cannot  be  complacent.  The  days  are  gone  when  America  had  no  competitors, 
when  everyone  came  to  us  first,  wanting  whatever  we  chose  to  sell.  Thanks  in  part 
to  the  success  of  our  foreign  aid  policies  such  as  the  Marshall  Plan,  we  now  have 
eager  competitors  who  are  willing  to  put  in  the  hard  work  necessary  to  invest  in 
human  development  and  market  cultivation. 

There  is  no  time  to  waste.  The  task  before  us  is  both  large  and  pressing.  I  look 
forward  to  the  suggestions  that  our  panelists  will  make  to  aid  us  in  tnis  effort. 

Thank  you,  Mr.  Chairman. 
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Senator  Saiibajsjes.  We  want  to  thank  this  panel  very  much.  We 
very  much  appreciate  your  contribution. 

We  now  turn  to  our  third  and  final  panel  this  morning  which  will 
examine  programs  for  building  democracy  and  promoting  peace,  es- 
sentially titles  II  and  III  of  the  legislation  which  the  administration 
has  submitted  to  the  Congress. 

There  are  a  very  large  number  of  issues  encompassed  here,  from 
police  training  to  human  rights,  democracy  promotion  to  security 
assistance,  arms  control,  and  nonproliferation. 

We  have  on  our  panel  Mr.  Frank  Conahan,  who  is  the  Assistant 
Comptroller  General  for  the  National  Security  and  International 
Affairs  Division  of  the  GAO;  Don  Fraser,  our  former  colleague,  who 
is  now  a  fellow  at  the  Institute  of  Politics  at  the  Kennedy  School 
of  Government  in  Cambridge;  Caleb  Rossiter,  Director  of  the 
Project  on  Demilitarization  and  Democracy  here  in  Washington; 
Dr.  Joel  Barkan,  professor  of  political  science  at  the  University  of 
Iowa;  and  Bill  Inglee,  who  is  Executive  Director  of  the  House 
Wednesday  Group  in  the  House  of  Representatives. 

Gentlemen,  we  are  pleased  to  have  you  here.  It  has  been  a  long 
morning.  I  know  many  of  you  have  been  here  through  a  good  part 
of  it.  We  appreciate  your  patience.  We  will  proceed  right  to  your 
testimony. 

Why  do  we  not  start,  Mr.  Conahan,  with  you  and  we  will  go 
straight  across  the  panel.  Your  full  statements  will  be  included  in 
the  record,  and  if  you  could  summarize  them  in  6  to  8  minutes  we 
would  appreciate  that  very  much.  We  will  hear  from  all  of  you  and 
then  we  will  direct  some  questions  to  you  before  we  bring  this 
hearing  to  a  close.  Mr.  Conahan? 

STATEMENT  OF  FRANK  C.  CONAHAN,  ASSISTANT  COMPTROL- 
LER GENERAL,  NATIONAL  SECURITY  AND  INTERNATIONAL 
AFFAIRS  DIVISION,  GENERAL  ACCOUNTING  OFFICE 

Mr.  Conahan.  Thank  you,  Mr.  Chairman,  and  members  of  the 
subcommittee.  I  do  not  think  I  can  avoid  reiterating  some  points 
that  were  made  earlier.  Perhaps  I  can  cast  them  in  a  little  different 
light  with  a  little  different  emphasis. 

Senator  Sarbanes.  Just  do  them  very  quickly. 

Mr.  Conahan.  At  the  same  time  there  are  a  number  of  new 
points  that  I  think  we  do  need  to  discuss  here  this  morning,  and 
I  do  have  some  fairly  specific  suggestions  for  modifying  the  admin- 
istration's bill. 

Senator  Kassebaum  talked  about  backing  away  from 
earmarkings,  and  I  think  that  that  is  a  laudable  effort  that  the  ad- 
ministration is  making.  At  the  same  time  I  am  concerned  that  the 
six  new  categories  that  have  been  developed  are  fairly  broad.  The 
Agency  for  International  Development  has  something  over  2,000 
projects  and  programs  underway  at  the  moment.  I  think  that  any 
one  of  those  projects  or  programs  could  be  put  under  any  one  of  the 
six  new  categories  in  the  administration's  bill. 

I  would  like  to  say  a  word  about  accountability.  I  think  that  in 
this  case  we  need  to  look  a  little  more  closely  at  the  bill.  The  man- 
aging for  results  provision  in  the  administration's  bill  goes  only  to 
AID  and  to  sustainable  development.   I  think  that  that  concept 
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needs  to  go  beyond  and  to  the  other  titles  of  the  bill,  and  I  think 
that  it  should  be  so  modified. 

I  have  a  similar  comment  to  make  with  respect  to  the  evaluation 
and  monitoring  of  program  performance  called  for  by  section  7306. 
It  goes,  again,  only  to  sustainable  development  and  to  AID,  and  I 
think  that  the  other  programs  would  benefit  from  that  same  kind 
of  evaluation. 

Let  me  make  a  few  comments  on  specific  parts  of  the  bill.  First, 
assistance  for  democratic  development  is  provided  by  several  U.S. 
agencies.  I  would  like  to  make  a  couple  of  points  about  that.  There 
is  no  central  U.S.  governmentwide  democracy  program,  no  overall 
statement  of  U.S.  policy  regarding  U.S.  objectives  and  strategy  for 
democratic  development,  no  specific  and  common  definition  of  what 
constitutes  a  democracy  program,  and  no  specificity  regarding  the 
roles  of  the  Foreign  Affairs  and  Defense  agencies  in  promoting 
democratic  objectives. 

I  think  that  before  a  conclusion  is  reached  on  the  bill  that  both 
the  roles  of  the  agencies  and  an  appropriate  mechanism  for  coordi- 
nation should  be  developed. 

I  think  we  have  a  similar  situation  with  student  exchange  pro- 
grams. We  identified  16  U.S.  agencies  operating  75  programs.  In 
1992  they  spent  about  $655  million.  I  think  until  we  did  that  body 
of  work  it  was  little  known  just  how  much  of  that  activity  was  on- 
going. I  think  that  we  need  to  come  up  with  coordinating  mecha- 
nisms and  statements  of  policies  there. 

Second,  the  authority  and  direction  for  foreign  police  training  is 
scattered  throughout  titles  II,  III,  and  VII  of  the  bill,  and  it  is  un- 
clear what  the  administration's  overall  policy  on  the  issue  is. 

Although  the  draft  includes  an  overall  police  training  prohibition, 
there  are  separate  authorities  throughout  the  bill  that  authorize  al- 
most any  kind  of  police  training  assistance.  We  believe  that  that 
item  needs  to  be  cleared  up. 

Third,  title  III,  chapter  2  contains  7  broad  nonproliferation  and 
disarmament  objectives.  The  Department  of  Defense,  as  you  know, 
has  been  authorized  in  its  authorization  acts  to  spend  up  to  $1  mil- 
lion on  projects  in  the  four  former  Soviet  republics  in  support  of 
goals  that  are  very  similar  to  those  outlined  in  chapter  2. 

We  believe  that  the  executive  needs  to  sort  that  out  and  needs 
to  determine  how  the  chapter  2  funds  would  be  used  to  supple- 
ment, complement,  extend,  or  whatever  for  the  Nunn-Lugar  funds. 

Fourth,  the  draft  legislation  provides  considerable  flexibility  to 
the  administration  to  commit  the  U.N.  to  assist  in  the  promotion 
of  peace.  We  have  identified  a  number  of  factors  that  have  affected 
the  success  of  past  peacekeeping  operations,  particularly  those  in 
Cambodia,  Somalia,  and  elsewhere.  Those  are  listed  in  my  pre- 
pared statement,  and  I  think  that  they  can  serve  as  lesson  learned 
for  future  such  activities. 

Finally,  I  would  like  to  comment  very,  very  briefly  on  transfers 
of  U.S. -provided  defense  articles.  Sections  8212  and  8213  incor- 
porate the  basic  end  use  and  transfer  provisions  of  the  existing 
Foreign  Assistance  Act. 

However,  the  proposed  bill  provides  for  significant  exceptions  to 
the  retransfer  restrictions.  And  in  essence  what  it  does  is  permit 
certain  countries   to  retransfer  military   articles   and   services  to 
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countries  that  the  United  States  would  not  under  ordinary  cir- 
cumstances. 

There  are  a  number  of  other  important  questions  and  issues 
which  have  been  addressed  earHer  which  my  colleagues  here,  I  am 
sure,  will  get  to.  I  think  that  all  these  need  to  be  resolved  before 
we  go  forward  with  this  bill. 

[The  prepared  statement  of  Mr.  Conahan  follows:] 

Prepared  Statement  of  Mr.  Conahan 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  be  here  to  partici- 
pate in  this  discussion  of  how  the  U.S.  foreign  assistance  program  should  be  re- 
lormed  to  meet  the  challenges  of  the  post-Cold  War  world.  These  are  very  important 
discussions  because  they  are  directed  at  defining  a  new  agenda  and  new  approaches 
to  the  development  and  management  of  our  foreign  assistance  program.  The  end  of 
the  Cold  War  provides  the  Administration  and  tne  Congress  with  a  unique  oppor- 
tunity to  reinvent  foreign  assistance. 

The  advancement  of  a  coherent  and  comprehensive  foreign  assistance  policy  that 
is  based  on  our  national  interests  is  one  of  the  most  important  challenges  facing  the 
U.S.  government.  With  the  end  of  the  Cold  War,  there  are  many  new  iragile  democ- 
racies that  are  struggling  to  move  from  command  to  market  economies.  To  meet  the 
challenges  of  the  new  world  requires  new  thinking,  new  approaches,  and  new  man- 
agement. The  proposed  legislation  represents  a  IrameworK  for  revamping  our  for- 
eign assistance  program  to  meet  these  challenges. 

Although  you  asked  us  to  comment  specifically  on  titles  II  and  III  of  the  draft  leg- 
islation, my  comments  apply  to  other  portions  of  the  draft  as  well.  Moreover,  further 
study  is  required  to  clear  up  ambiguities  and  uncertainties  as  to  the  intent  of  the 
legislation. 

We  are  generally  supportive  of  the  Hexibility  the  revised  act  would  provide  the 
executive  branch.  However,  we  do  have  concerns  with  (1)  accountability  ior  program 
results,  (2)  how  programs  authorized  will  be  implemented,  and  (3)  some  specific  pro- 
visions of  the  draft  legislation  related  to  arms  transfers. 

Before  I  discuss  these  issues,  I  would  like  to  take  a  moment  to  talk  about  why 
we  believe  it  is  important  at  this  time  to  reassess  our  broad  foreign  assistance  objec- 
tives. My  remarks  are  based  on  a  number  of  reports  we  have  issued  during  the  past 
year,  including  our  general  management  review  of  the  Agency  for  International  De- 
velopment (AID),  our  report  on  U.N.  peacekeeping  operations,  and  our  prior  testi- 
mony on  foreign  assistance  reform  efforts.! 

REASSESSING  FOREIGN  ASSISTANCE  OBJECTIVES  AND  STRATEGY 

Over  the  more  than  30  years  since  its  enactment,  the  Foreign  Assistance  Act  of 
1961  has  been  frequently  amended,  often  to  add  new  objectives  or  to  refocus  old 
ones.  The  proliferation  of  foreign  aid  objectives  and  programs  over  time  has  seri- 
ously affected  AID's  ability  to  satisfactorily  accomplisn  any  of  them.  Recent  efforts 
to  articulate  a  policy  rationale  for  assistance  by  outlining  a  limited  number  of  prior- 
ity objectives — promoting  U.S.  prosperity,  building  democracy,  promoting  sustain- 
able development,  promoting  peace,  providing  humanitarian  assistance,  and  advanc- 
ing diplomacy — represent  an  important  first  step,  but  maintaining  this  focus  will 
take  the  continued  vigilance  of  the  Administration  and  the  Congress. 

One  thing  is  clear — post-Cold  War  problems  are  varied  and  many,  and  the  dollars 
available  to  deal  with  them  are  few.  Thus,  there  is  a  need  to  make  sure  that  the 
limited  funds  available  are  prioritized  and  properly  targeted  to  the  most  effective 
activities.  We  are  particularly  concerned  that  virtually  all  of  the  existing  foreign  as- 
sistance programs  and  projects  could  fit  into  one  or  more  of  the  six  broad  objectives 
that  the  Administration  has  outlined.  It  is  our  hope  that  the  Administration,  in  con- 
sultation with  the  Congress,  will  establish  some  priorities  among  the  six  broad  ob- 
jectives so  that  limited  resources  can  be  directed  to  the  most  important  ones. 

ACCOUNTABILITY 

I  would  now  like  to  turn  to  the  broad  issue  of  accountability  for  foreign  assistance 
program  results.  The  draft  legislation  does  a  good  job  of  summarizing  overall  foreign 


^Foreign  Assistance:  AID  Strategic  Direction  and  Continued  Management  Improuements  Need- 
ed (GAO/NSIAD-93-106,  June  11,  1993);  U.N.  Peacekeeping:  Lessons  Learned  in  Managing  Re- 
cent Missions  (GAO/NSIAD-94-9,  Dec.  29,  1993);  and  Foreign  Assistance:  Reforming  the  Eco- 
nomic Aid  Program  (GAO/T-NSIAD-93-20,  July  26,  1993). 
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policy  assistance  objectives,  and  leaves  developing  and  implementing  specific  strate- 
gies and  programs  to  the  administering  agencies.  We  believe  this  approach  provides 
needed  flexibility;  one  criticism  of  the  current  Foreign  Assistance  Act  has  been  the 
proliferation  of  directives,  controls,  and  reporting  requirements.  However,  the  execu- 
tive branch  still  needs  to  be  held  accountable  for  the  success  and  impact  of  programs 
and  strategies  it  implements.  Our  suggested  approach  would  be  to  put  the  respon- 
sibility for  accountability  on  the  executive  brancn — make  them  say  wnat  impact  and 
accomplishments  they  expect  from  the  programs  they  finance  and  then  hold  them 
accountable  for  achieving  those  results. 

Managing  for  Results 

We  believe  that  programs  and  projects  receiving  funds  authorized  by  the  proposed 
legislation  should  be  designed  with  measurable  oDJectives  and  expected  impacts.  As 
currently  written,  however,  the  Managing  for  Results  provision  in  the  draft  legisla- 
tion, which  requires  assessments  of  progress,  effectiveness,  and  impact,  is  only  ap- 
plicable to  development  programs  (title  I,  chapter  I,  sec.  1102).  The  proposed  legisla- 
tion should  include  assessments  of  progress  and  effectiveness  for  other  initiatives. 
Therefore,  we  suggest  that  the  Managing  for  Results  concept  of  the  draft  legislation 
be  required  for  all  assistance  authorized  in  the  act. 

We  further  suggest  that  the  legislation  require  AID  (or  the  State  Department)  to 
develop  a  plan  for  achieving  the  legislation's  broad  objectives.  This  plan  should  in- 
clude specific  programs  and  projects  for  each  objective.  Each  program  or  project 
would  have  its  own  accountability  measures  that  the  Congress  (and  the  Administra- 
tion) could  use  to  hold  the  various  implementing  agencies  accountable.  As  we  sug- 
gested in  our  general  management  report  on  AID,  such  an  approach  is  the  way  stra- 
tegic planning  is  intended  to  work.  Congress  and  the  executive  branch  should  agree 
on  program  objectives  and  then  hold  agencies  accountable  for  achieving  them. 

Evaluation  and  Monitoring 

We  do  not  believe  that  section  7306  of  title  VII  (Evaluation  and  Monitoring  of  Pro- 
gram Performance)  is  broad  enough.  It  imposes  performance  monitoring  require- 
ments only  on  AID  and  only  for  sustainable  development,  and  not  on  other  agencies 
or  programs  that  receive  funds  either  directly  or  indirectly  through  foreign  assist- 
ance appropriations.  For  example,  such  requirements  are  not  imposed  on  the  U.S. 
Information  Agency,  which  has  responsibility  for  various  programs  related  to  the 
bill's  provisions  on  promoting  democracy.  We  would  hope  that  the  broad  intent  of 
this  bill  is  not  to  restrict  performance  monitoring  requirements  only  to  sustainable 
development,  and  that  sucn  requirements  would  be  more  broadly  applied  where  ap- 
propriate. 

PROGRAM  IMPLEMENTATION  ISSUES 

We  all  recognize  that  the  passage  of  this  or  similar  legislation  will  not  in  itself 
result  in  a  coherent  or  successful  foreign  assistance  program.  Success  depends  on 
effective  program  design  and  implementation,  and  there  may  also  be  some  inherent 
limitations  on  what  can  be  achieved.  In  this  context,  we  have  some  general  observa- 
tions concerning  the  specific  titles  in  the  drafl  legislation. 

Democracy  Programs 

Assistance  for  democratic  development  is  provided  by  several  U.S.  agencies,  such 
as  AID,  the  State  Department,  the  Department  of  Defense,  and  the  U.S.  Informa- 
tion Agency.  Other  organizations  include  the  National  Endowment  for  Democracy 
and  the  Asia  Foundation.  We  recently  reported  that  there  is  no  central  U.S.  govem- 
mentwide  democracy  program,  no  overall  statement  of  U.S.  policy  regarding  U.S.  ob- 
jectives and  strategy  for  democratic  development,  no  specific  and  common  definition 
of  what  constitutes  a  democracy  program,  and  no  specificity  regarding  the  roles  of 
the  foreign  affairs,  and  defense  agencies  in  promoting  democratic  objectives.2 

The  flexibility  this  legislation  provides  the  executive  branch  to  implement  demo- 
cratic institution-building  projects  does  not  lessen  the  need  to  ensure  that  imple- 
menting agencies  are  accountable  for  what  is  achieved.  Terms  like  building  democ- 
racy describe  broad  areas  of  potential  activity,  which  if  not  clearly  defined  or  de- 
scribed and  properly  managed,  could  result  in  overlap  of  programs,  duplication,  and 
waste.  The  (Jommittec  may  want  the  Administration  to  define  the  roles  and  activi- 
ties of  the  individual  agencies  and  provide  an  appropriate  mechanism  for  coordinat- 
ing these  activities.  We  were  advised  that  as  early  as  April  1993  the  National  Secu- 
rity Council  was  in  the  process  of  developing  a  policy  directive  addressing  these  is- 
sues, but  no  directive  has  been  issued  as  yet. 


'Promoting  Democracy:  Foreign  Affairs  and  Defense  Agencies  Funds  and  Activities — 1991  to 
1993  (GAO/NSIAD-94-«3,  Jan.  4,  1994). 
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Student  exchange  programs,  which  will  continue  to  play  an  important  part  in  the 
new  democracy  initiatives,  also  illustrate  our  concerns  with  coordination.  Our  prior 
work  on  this  program  identified  16  U.S.  agencies  operating  75  programs.^  The  agen- 
cies reported  spending  about  $655  million  on  their  student  exchange  programs  in 
ilscal  year  1992.  We  reported  that  the  large  number  of  programs  created  the  poten- 
tial for  program  duplication,  overlap,  and  fragmentation.  OiTicials  from  AID  and  the 
U.S.  Information  Agency  acknowleaged  that  the  potential  for  overlap  exists,  and  de- 
scribed an  overlapping  of  responsibilities  between  the  two  agencies  although  they 
did  not  view  that  overlap  as  a  serious  problem.  The  Foreign  Relations  Authorization 
bill  for  fiscal  years  1994  and  1995  includes  a  provision  requiring  strengthened  co- 
ordination for  these  programs.  Congress  may  want  to  consider  whether  the  draft 
legislation  should  also  emphasize  the  need  for  U.S.  agencies  to  better  coordinate 
their  programs. 

Another  concern  is  the  limitations  on  foreign  affairs  agencies'  ability  to  design, 
implement,  and  manage  democratic  institution-building  activities  authorized  in  tne 
draft  legislation.  Our  concern  is  based  on  our  examination  of  AID's  Administration 
of  Justice  programs.  Among  the  lessons  that  emerged  from  our  work  on  programs 
in  Central  America  <  are  that  (1)  imposing  judicial  reform  on  a  country  that  is  not 
ready  for  or  receptive  to  change  is  generally  ineffective  and  wasteful;  (2)  addressing 
technical  problems  without  confronting  political  and  institutional  obstacles  to  reform 
is  usually  not  productive;  and  (3)  having  adequate  staff  with  experience  in  judicial 
reform  is  essential.  Agencies  will  likely  continue  to  face  these  limitations  as  they 
attempt  to  implement  democracy  programs.  Thus,  this  is  another  reason  why  we  be- 
lieve that  the  executive  branch  snould  be  required  to  explain  what  it  wants  to  ac- 
complish and  how  it  plans  to  do  so. 

Police  Training  and  Assistance  Issues 

The  authority  and  direction  for  foreign  police  training  is  scattered  throughout  ti- 
tles II,  III,  and  VII  of  the  bill,  and  it  is  unclear  what  the  Administration's  overall 
policy  on  the  issue  is  and  how  such  assistance  should  be  implemented.  Although  the 
draft  includes  an  overall  police  training  prohibition  (as  in  section  660  of  the  current 
Foreign  Assistance  Act),  separate  authorities  sprinkled  throughout  the  draft  legisla- 
tion authorize  almost  any  type  of  police  assistance,  likely  rendering  the  prohibition 
meaningless.  The  draft  then  includes  authorization  for  "such  other  assistance  as  the 
President  determines  to  be  appropriate,"  which  in  effect  would  permit  almost  any 
police  training  assistance  anywnere. 

Our  work  has  identified  instances  in  which  police  training  was  extremely  bene- 
ficial to  the  furtherance  of  democracy.  However,  rather  than  the  set  of  authorities 
contained  throughout  the  draft  legislation,  we  would  propose  a  clearer  statement  of 
the  purpose  of  the  different  types  of  police  assistance,  the  expectations  for  it,  and 
more  precise  limitations  on  when  such  assistance  should  not  be  given. 

Nonproliferation 

Title  III  (chapter  2)  contains  seven  broad  nonproliferation  and  disarmament  objec- 
tives that  are  generally  consistent  with  existing  and,  in  many  cases,  long-stancung 
U.S.  arms  control  and  nonproliferation  goals.  The  Department  of  Defense  has  been 
authorized  in  its  authorization  acts  to  spend  up  to  $1  billion  on  Cooperative  Threat 
Reduction  ("Nunn-Lugar")  projects  in  tour  former  Soviet  republics  in  support  of 
goals  that  are  very  similar  to  those  in  chapter  2.  The  executive  branch  should  care- 
lully  determine  how  chapter  2  funds  would  be  used  to  supplement,  complement,  ex- 
tend, or  substitute  for  Nunn-Lugar  funds. 

Peacekeeping  Operations 

Title  III  of  the  draft  legislation  reaffirms  support  for  peacekeeping  operations 
when  they  advance  U.S.  interests  and  points  out  that  the  United  States  nas  both 
multinational  and  bilateral  options  to  help  ensure  international  peace  and  security. 
The  draft  also  provides  considerable  flexibility  to  the  Administration  to  commit  the 
United  States  to  assist  in  the  promotion  of  peace. 

On  the  basis  of  our  prior  and  ongoing  work,  we  have  identified  factors  that  have 
affected  the  success  of  past  peacekeeping  operations.  These  include 

— the  importance  of  operationally  and  politically  feasible  mandates; 

— weaknesses  in  the  United  Nations'  capability  to  implement  peacekeeping  mis- 
sions, including  problems  with  limited  resources  to  plan  operations  and  a  lim- 
ited capacity  to  provide  logistical  support; 


'Exchange  Programs:  Inventory  of  International  Educational,  Cultural,  and  Training  Pro- 
grams (GAO/NSIAD-93-157BR,  June  23,  1993). 

*  Foreign  Assistance:  Promoting  Judicial  Reform  to  Strengthen  Democracies  (GAO/NSIAD-93- 
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— ^unreliable  budgetary  estimates  of  the  costs  of  operations,  leading  to  a  reluctance 
on  the  part  of  U.N.  member  states  to  commit  resources; 

— concerns  over  the  lack  of  basic  peacekeeping  training  and  preparedness  of  vol- 
unteer troops  and  civilian  personnel;  and 

— inherent  limitations  in  command  and  control  mechanisms  and  limited  coordina- 
tion of  military  and  civilian  activities. 

These  factors  can  serve  as  important  lessons  for  any  future  U.S.  conunitments  as 
envisioned  in  the  draft  legislation. 

ARMS  TRANSFER-RELATED  PROVISIONS 

Mr.  Chairman,  you  requested  our  views  on  titles  II  and  III  of  the  proposed  legisla- 
tion. We  would  also  like  to  offer  some  views  we  have  on  title  VIII — General  Provi- 
sions related  to  end-use  and  retransfer  assurances  and  approval  of  third-country 
transfers  of  U.S. -provided  defense  articles  and  services  and  title  IX  regarding  the 
eligibility  and  penalty  provisions  in  the  Arms  Export  Control  Act  (AECA). 

Sections  8212  and  8213  incorporate  the  basic  end-use  and  retransfer  provisions 
of  Section  505  of  the  existing  Foreign  Assistance  Act,  and  apply  them  to  arms  sup- 

f)lied  under  the  proposed  legislation.  They  also  provide  for  termination  of  assistance 
or  substantial  violations.  However,  the  proposed  bill  provides  for  significant  excep- 
tions to  the  retransfer  restriction.  It  appears  to  allow  foreign  countries  to  retransfer 
U.S.  defense  articles  and  services  without  prior  U.S.  approval  if:  (1)  a  foreign  coun- 
try is  incorporating  U.S.  components  into  its  own  defense  equipment  and  then  ex- 
porting the  end-item,  (2)  the  recipient  is  a  NATO  country,  Australia,  or  Japan,  (3) 
the  U.S.  components  were  not  significant  military  equipment  (dollar  threshold),  did 
not  require  conCTessional  notification  for  the  original  transfer  under  the  AECA,  and 
are  not  Missile  Technology  Control  Regime  items,  and  (4)  the  foreign  country/person 
making  the  retransfers  notifies  the  V.S.  Government  within  30  days  following  the 
transfer.  We  would  note  that  section  505  of  the  existing  Foreign  Assistance  Act  con- 
tains no  exceptions  to  the  requirements  for  prior  U.S.  consent. 

We  have  tne  following  concerns  regarding  these  exceptions.  The  first  exception 
could  permit  countries  to  do  what  they  have  been  unauthorized  to  do  under  the  ex- 
isting legislation — incorporate  U.S.  parts  into  their  weapon  systems  and  then  ship 
them  without  prior  consent  to  destinations  that  the  U.S.  government  itself  would 
not  sell  to.  The  second  exception  treats  all  NATO  countries  alike  when  they  do  not 
behave  equally  responsibly  (or  in  alignment  with  our  national  or  regional  security 
interests)  in  tne  world  arms  market.  The  third  exception  would  allow  countries  to 
buy  U.S.  significant  military  equipment  broken  down  into  smaller  components  with- 
out being  subject  to  retransfer  restrictions.  Our  concern  here  is  similar  to  that  relat- 
ed to  the  first  exception.  Key  U.S.  components  have  been  incorporated  into  weapon 
systems  developed  in  the  recipient  countries  who  then  sell  the  end  items  to  coun- 
tries the  United  States  would  not  sell  to.  The  fourth  exception  enables  the  U.S.  Gov- 
ernment to  be  notified  only  after  the  fact  that  its  weapon  componentry  has  been 
retransferred  to  a  third  country  which  may  be  an  undesirable  final  destination  from 
the  U.S.  Government's  perspective. 

Currently,  section  3  of  the  AECA  provides  penalties  and  requires  the  President 
to  report  to  the  Congress  substantial  violations  of  restrictions  on  (1)  ofiiensive  use 
or  other  unauthorized  uses;  (2)  unauthorized  retransfers  to  third  parties;  and  (3) 
failure  to  maintain  security  of  U.S.  weapons  sold  abroad.  The  coniorming  amend- 
ments in  section  9104  of  the  proposed  legislation  may  limit  the  application  of  the 
f)enalties  only  to  unauthorized  uses  of  the  weapons  and  not  to  unauthorized  trans- 
ers  or  failure  to  secure  them. 
This  concludes  my  statement.  I  would  be  happy  to  answer  any  questions. 

Senator  Sarbanes.  Very  good.  Thank  you,  sir.  Don  Fraser,  we 
are  pleased  to  have  you  back  with  us.  We  look  forward  to  hearing 
from  you. 

STATEMENT  OF  HON.  DONALD  M.  FRASER,  INSTITUTE  OF 
POLITICS  FELLOW,  KENNEDY  SCHOOL  OF  GOVERNMENT 

Mr.  Eraser.  Thank  you  very  much,  Mr.  Chairman,  and  members 
of  the  committee.  I  welcome  this  opportunity  to  testify  on  the  ad- 
ministration's new  Peace,  Prosperity,  and  Democracy  Act  of  1994. 

As  you  may  remember,  I  was  a  Member  of  Congress  from  1962 
to  1978  and  served  as  chairman  of  the  Subcommittee  on  Inter- 
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national  Organizations  which  helped  lay  the  legislative  foundation 
for  some  of  these  human  rights  provisions. 

I  am  testifying  today  on  behalf  of  the  Washington  Coalition  of 
Human  Rights,  a  coalition  of  NGO's  seeking  advancement  of  inter- 
national rights  abroad.  We  have  a  series  of  amendments  that  are 
attached  to  my  testimony  which  I  am  submitting  for  the  commit- 
tee's consideration. 

The  most  fundamental  criticism  I  have  of  the  draft  bill  is  that 
human  rights  is  not  made  a  primary  goal.  Rather,  it  is  treated  as 
a  byproduct  of  promoting  democracy.  I  welcome  the  emphasis  on 
democracy  but  by  downg^-ading  the  importance  of  the  human  rights 
concept  I  think  we  are  detaching  ourselves  somewhat  from  the 
international  regime  which  has  established  human  rights  stand- 
ards. It  will  serve  the  U.S.  interests  better  if  we  stay  tied  to  those 
international  standards,  to  those  treaties  and  conventions.  One  can 
read  the  Universal  Declaration  on  Human  Rights  and  find  no  ref- 
erence to  the  word  democracy. 

Our  human  rights  provisions  in  the  Federal  statutes  have  been 
tied  considerably  to  the  cluster  of  rights  that  were  once  identified, 
I  think  by  Secretary  Vance,  as  the  rights  involving  the  integrity  of 
the  person — the  right  to  be  free  of  torture,  disappearance,  summary 
execution,  and  so  on.  That  is  a  very  tight  statement  of  concern.  It 
is  precise.  It  deals  with  the  really  serious  abuses.  To  let  that  sort 
of  slide  gently  off  to  the  side  and  to  deemphasize  it  is  not  in  our 
interest. 

Promotion  of  democracy,  good  as  it  is,  is  a  very  diffuse  concept 
which  ranges  rather  broadly  over  a  number  of  rights.  So,  I  would 
hope  that  in  addition  to  the  emphasis  on  democracy  that  we  would 
keep  as  a  goal  our  attention  on  these  fundamental  human  rights 
concerns. 

The  other  main  point  I  want  to  make  is  that  section  5O203), 
which  was  enacted  some  years  ago  as  a  restraint  on  the  provision 
of  security  assistance,  has  never  been  explicitly  invoked  as  far  as 
I  know.  That  provision  says  that  where  there  is  a  consistent  pat- 
tern of  gross  violations,  that  we  should  not  give  security  assistance 
except  under  extraordinary  circumstances.  It  may  have  been  useful 
as  a  talking  point  with  other  governments  but  it  has  never  been 
invoked.  It  has  never  served  actually  to  terminate  aid. 

What  we  are  recommending,  on  behalf  of  the  coalition,  is  an  in- 
termediate stage,  a  kind  of  an  early  warning  or  probationary  status 
so  that  if  a  country  has  serious  human  rights  concerns,  but  none- 
theless the  administration  believes  they  need  to  get  security  assist- 
ance, that  there  be  an  intermediate  finding,  which  would  require 
a  waiver  approval  by  the  committees,  that  they  could  get  the  as- 
sistance but  they  were  on  notice  that  they  had  serious  problems 
and  might  not  continue  to  get  security  assistance  without  improve- 
ment in  their  human  rights  practices. 

Mr.  Chairman,  those  are  the  two  main  ideas  that  I  wanted  to 
submit.  The  amendments  that  are  attached  to  my  longer  testimony 
are  a  little  more  detailed  in  spelling  out  those  ideas. 

[The  prepared  statement  of  Mr.  Fraser  follows:] 
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Prepared  Statement  of  Mr.  Fraser 

Mr.  Chairman,  I  am  pleased  to  be  testifying  before  this  Subcommittee.  I  was  a 
Member  of  the  House  of  Representatives  from  1962  to  1978  and  during  that  period 
served  on  the  Committee  on  F'oreign  Affairs.  From  1973  to  1978  I  chaired  the  Sub- 
committee on  International  Organizations.  I  testify  today  on  behalf  of  the  Washing- 
ton Coalition  of  Human  Rights.  The  Coalition  is  composed  of  non -governmental  or- 
ganizations seeking  the  advancement  of  international  human  rights  abroad.  It  has 
carefully  reviewed  The  Peace,  Prosperity,  and  Democracy  Act  of  1994,  and  has 
asked  me  to  share  with  you  their  appraisal  of  the  bill  which  I  will  summarize  in 
my  statement.  Attached  for  the  record  I  include  their  amendments  to  the  bill  and 
I  ask  that  you  give  them  your  serious  consideration. 

After  becoming  chair  of  the  Subcommittee,  I  was  struck  with  how  little  consider- 
ation the  Department  of  State  and  the  administration  had  been  giving  to  how  gov- 
ernments treat  their  own  people  in  shaping  U.S.  foreign  policy.  In  1973  the  Sub- 
committee held  the  first  comprehensive  Congressional  hearings  on  international 
human  rights;  from  1973  through  1978  the  Subcommittee  held  about  150  hearings 
on  this  subject.  There  were  many  other  Members  of  Congress  who  were  also  actively 
supporting  greater  priority  to  human  rights  in  U.S.  foreign  policy. 

In  response  to  this  situation.  Congress  adopted  legislation  which  required  the  ad- 
ministration to  give  priority  to  human  rights  in  making  foreign  policy,  linked 
human  rights  and  foreign  assistance,  created  the  Bureau  of  Human  Rights  and  Hu- 
manitarian AfTairs,  and  mandated  the  annual  country  reports  on  human  rights 
practices. 

I  present  this  background  in  order  to  emphasize  the  critical  role  Congress  has 

{)layed  in  this  field.  As  this  Subcommittee  sets  out  to  re-frame  foreign  assistance 
egislation,  it  is  critical  that  Congress  maintains  human  rights  promotion  as  a  pri- 
mary goal  of  U.S.  foreign  policy. 

The  most  fundamental  criticism  I  have  of  the  administration's  bill  is  that  promot- 
ing human  rights  is  not  made  a  primary  goal  of  foreign  policy,  rather  it  is  treated 
as  a  by-product  of  promoting  democracy.  In  my  view  an  essential  pre-condition  for 
creating  genuine  democracies  is  attainment  of  respect  for  human  rights.  Unless 
there  is — freedom  from  arbitrary  arrest  and  detention,  freedom  from  torture  and 
summary  executions,  freedom  from  want,  respect  for  justice  and  the  rule  of  law,  and 
freedom  of  association,  of  speech  and  of  the  press — democracy  is  not  possible.  As  you 
well  know,  there  are  some  governments  which  have  some  of  the  forms  of  democracy, 
but  because  of  serious  human  rights  violations  can  not  be  considered  genuine  de- 
mocracies. As  Secretary  of  State  Warren  Christopher  remarked,  in  his  address  Feb- 
ruary 1st  to  non-governmental  organizations  when  introducing  the  Country  Reports 
on  Human  Rights  Practices  1993,  even  democracies  are  not  immune  from  human 
rights  abuses. 

In  my  view,  therefore.  Title  II  on  "Building  Democracy"  should  be  rephrased  as 
"The  Promotion  of  Human  Rights  and  Democracy."  The  contents  of  the  title  should 
place  emphasis  on  both  promotion  of  human  rights  and  of  democracy  as  primary  ob- 
jectives of  U.S.  foreign  policy  and  U.S.  foreign  assistance.  AID  should  encourage  the 
work  of  human  rights  advocates,  those  who  provide  healing  to  people  traumatized 
by  forces  of  repression,  and  other  non-governmental  organizations  that  are  genu- 
inely independent  of  their  governments. 

Tne  promotion  of  human  rights  is  stipulated  as  a  basic  purpose  of  the  United  Na- 
tions and  Member  States  are  obliged  under  the  Charter  to  take  joint  and  separate 
action  to  promote  human  rights.  Moreover,  the  United  States  in  voluntarily  signing 
and  in  some  cases  ratifying  international  and  regional  treaties  has  demonstrated  a 
willingness  to  promote  internationally  recognized  numan  rights  standards. 

In  encouraging  democracy  we  would  do  well  to  concentrate  our  efforts  on  promot- 
ing those  essential  human  rights  described  above  which  are  the  foundation  for  genu- 
ine democracy.  We  would  be  promoting  internationally  agreed  upon  standards,  and 
not  an  American  blueprint  for  how  peoples  should  govern  themselves. 

Since  the  annual  country  reports  on  numan  rights  are  such  an  important  element 
in  U.S.  human  rights  policy,  we  recommend  that  the  legislation  for  those  reports 
be  part  of  Title  II.  Moreover,  the  reports  should  be  more  than  an  objective  record 
of  a  government's  human  rights  performance.  They  should  also  describe  United 
States  activity  to  encourage  the  government  to  improve  its  performance  and  that 
government's  response.  A  poor  response  by  a  government  slated  to  receive  foreign 
assistance  should  alert  Congress  to  give  that  request  careful  scrutiny. 

Foreign  assistance  can  also  be  used  to  promote  basic  economic  rights.  People  ori- 
ented aid — investing  in  human  resources,  rather  than  military  equipment  and  pres- 
tige projects — can  provide  sustainable  poverty  alleviation  as  well  as  enhance  the 
poor's  access  to  basic  human  rights  such  as  education,  health  care  and  housing. 
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There  are  few  people  better  placed  to  assess  and  impact  upon  human  rights 
abuses  than  U.S.  diplomats.  The  bill's  Title  VI — Advancing  Diplomacy — needs  to 
emphasize  that  our  diplomats  should  make  sustained  efforts  to  condemn  human 
rights  violations,  seek  information  about  political  prisoners,  attend  key  political 
trials  and  meet  with  torture  survivors  and  human  rights  advocates.  These  activities 
are  justified  on  humanitarian  grounds  apart  from  the  broader  goal  of  promoting  de- 
mocracy. 

I  now  wish  to  address  the  question  of  linkage  between  human  rights  and  security 
assistance.  Section  502B  of  the  Foreign  Assistance  Act  of  1961  has  defined  security 
assistance  and  given  the  executive  branch  a  set  of  guidelines  for  determining  wheth- 
er a  government  is  eligible  for  such  assistance.  Security  assistance  includes  not  only 
military  assistance  and  sales,  but  military  training  and  commercial  sales  of  defense 
articles  or  services. i  The  guidelines  state  that  except  under  extraordinary  cir- 
cumstances "no  security  assistance  may  be  provided  to  any  country  the  government 
of  which  engages  in  a  consistent  pattern  of  gross  violations  of  internationally  recog- 
nized human  rights." 

The  executive  branch  has  not  explicitly  terminated  security  assistance  because  of 
Section  502B.  The  law  is  too  heavy-handed — requiring  all  or  nothing.  It  does  not 
allow  for  situations  in  which  circumstances  require  the  United  States  to  continue 

eroviding  security  assistance  to  a  government  while  also  conveying  to  it  that  the 
United  States  is  deeply  concerned  with  its  level  of  observance  of  human  rights. 

To  overcome  this  problem,  the  Coalition  ofTcrs  the  Committee  a  three  stage  proc- 
ess which  rests  with  positive  incentives  to  adhere  to  human  rights  standards.  This 
process  utilizes  the  Department  of  State's  country  reports  on  human  rights  prac- 
tices. Countries  which  receive  a  positive  certification  would  be  entitled  to  security 
assistance  without  conditions.  Countries  which  did  not  receive  a  positive  certifi- 
cation would  be  placed  under  review  making  them  eligible  for  assistance  whilst  pro- 
viding them  with  a  fair  warning  that  future  assistance  could  be  jeopardized  if  sig- 
nificant progress  was  not  made.  The  Department  of  State  would  request  a  waiver 
from  the  appropriate  legislative  committees  of  Congress.  Lastly,  countries  not  meet- 
ing internationally  recognized  human  rights  standards  would  be  barred  from  receiv- 
ing security  assistance. 

Under  this  formula  the  administration  will  have  a  more  effective  handle  to  induce 
governments  to  achieve  progress  in  human  rights  than  in  either  the  existing  law 
or  that  proposed  by  the  administration.  Congress  will  have  a  more  active  role  in  de- 
cisions to  continue  security  assistance.  An  affected  government  will  have  a  reason- 
able opportunity  to  make  improvements  in  its  human  rights  performance.  If  signifi- 
cant progress  is  not  made,  the  administration  can  continue  assistance  if  one  oi  the 
exceptions  elaborated  in  Section  7201  apply. 

The  administration's  bill  allows  for  an  exception  on  grounds  of  "national  interest." 
This  language  is  weaker  than  the  present  legislation  (Section  502B  of  the  FAA) 
which  calls  for  a  exception  when  "extraordinary  circumstances"  warrant  such  assist- 
ance. The  Coalition  allows  for  an  exception  when  the  security  assistance  is  "vital 
to  national  security."  In  Section  7201(e)  the  Coalition  amendments  also  rephrase  the 
term  "Human  Rights  Violators"  to  more  diplomatic  language — "a  government  which 
does  not  meet  internationally  recognized  human  rights  standards  and  broadens  the 
concept  to  include  such  violations  as  genocide,  violations  in  times  of  armed  conflict, 
and  ethnic  cleansing. 

My  concluding  remarks  pertain  to  the  bill's  provision  for  police  training.  Recently, 
an  associate  of  The  Center  for  Victims  of  Torture — which  is  based  in  mv  hometown 
of  Minneapolis — visited  a  treatment  center  in  a  third  world  country.  She  inquired 
whether  the  center  would  consider  receiving  financial  support  from  AID.  The  direc- 
tor of  this  center  told  her  that  he  could  not  accept  AID  support  because  police  in 
his  country  had  received  training  from  AID  and  they  were  later  involved  in  human 
rights  abuses.  The  credibility  of  his  organization  would  be  jeopardized  if  it  were  to 
receive  support  from  AID. 

I  relate  tnis  story  to  illustrate  some  of  the  pitfalls  of  U.S.  involvement  in  police 
training.  Even  training  that  is  beyond  reproacn  can  be  discredited  by  events  unre- 
lated— or  even  in  spite  of — U.S.  training.  Moreover,  it  can  prevent  us  from  assisting 
organizations  such  as  the  one  described  above  which  are  making  valiant  efforts  to 
promote  human  rights  and  democracy. 

Every  effort  should  be  made  to  insure  that  U.S.  assistance  for  police  training  is 
consistent  with  our  human  rights  policy.  For  this  reason  we  propose  that  the  oill 

firovide  that  the  Assistant  Secretary  for  Human  Rights,  Democracy  and  Labor  Af- 
airs  be  given  responsibility  for  authorizing  and  monitoring  all  police  training. 


iThe  Coalition's  language  adopts  the  definition  of  security  assistance  which  appears  in  Sec- 
tion 502  B. 
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In  conclusion,  Mr.  Chairman,  I  think  that  by  strengthening  the  human  rights  pro- 
visions in  the  bill  the  Subcommittee  will  actually  enhance  this  administration's  com- 
mitment to  promote  peace,  development  and  aemocracy.  It  would  also  ensure  the 
support  of  a  large  number  of  non-governmental  organizations  and  citizens'  groups. 
I  appreciated  having  the  opportunity  to  address  the  Subcommittee  and  would  oe 
happy  to  respond  to  any  questions  Members  might  wish  to  address  to  me. 

[The  amendments  to  the  bill  referred  to  may  be  found  in  committee  files.] 

Senator  Sarbanes.  Thank  you  very  much.  I  think  that  first  point 
is  one  to  which  we  really  need  to  pay  some  attention,  because  obvi- 
ously you  can  have  a  nondemocratic  country  in  which  the  fight  to 
protect  the  integrity  of  the  person  can  still  be  waged.  So,  while 
they  do  not  have  a  democratic  political  system,  we  can  at  least  put 
some  protections  around  the  individual  in  the  terms  of  their  basic 
human  rights — I  mean,  to  see  that  they  receive  due  process  and  do 
not  get  tortured  and  do  not  get  summary  jail  sentences  and  so 
forth  and  so  on.  Dr.  Rossiter? 

STATEMENT  OF  DR.  CALEB  ROSSITER,  DIRECTOR,  PROJECT 
ON  DEMILITARIZATION  AND  DEMOCRACY 

Dr.  Rossiter.  Thank  you.  Chairman  Sarbanes. 

During  the  1980's  I  provided  information  and  advice  to  you  while 
I  was  at  the  Arms  Control  and  Foreign  Policy  Caucus  working  for 
Edie  Wilkie,  so  I  hope  I  will  do  as  good  a  job  today.  It  is  nice  to 
see  you  all  and  manv  people  on  the  staff  that  I  worked  with  at  that 
time.  There  is  life  after  Congress. 

In  the  area  of  military  aid  I  do  not  think  that  this  bill  is  a  reform 
bill.  I  think  it  is  the  opposite.  Not  only  does  it  simply  restate  the 
existing  human  rights  law  which  last  year  did  not  have  much  effect 
and  permitted  a  record  level  of  arms  sales  to  undemocratic  govern- 
ments. Not  only  does  it  carry  forward  the  plethora  of  police  aid  pro- 
grams from  the  1980's  which  I  think  have  serious,  serious  prob- 
lems, but  it  also  reverses  a  trend  in  which  your  committee  and  the 
Appropriations  Committee  have  squeezed  military  aid  to  where  it 
is  now  limited  to  the  Mediterranean  countries,  and  tried  to  reduce 
it  to  the  rest  of  the  developing  world. 

Through  loose  definitions  and  really  outlandish  waivers  and  a 
number  of  drawdown  authorities  I  think  that  this  bill  will  put  the 
Defense  Department  back  in  the  military  aid  business  in  dozens  of 
unstable  and  undemocratic  countries. 

I  think  foreign  aid  reform  will  fail  unless  there  is  also  arms 
transfer  reform.  I  do  not  think  that  we  can  get  democracy  and  eco- 
nomic growth  abroad  as  long  as  we  are  helping  fuel  arms  races. 

There  is  a  joke  going  around  the  development  community,  which 
is  that  title  I  of  this  bill,  the  sustainable  development  title,  is  an 
island  of  paradise  surrounded  by  a  sea  of  sharks  in  titles  II  and 
III,  the  military  aid  sections.  I  agree  with  that,  and  I  think  you 
need  to  look  very  carefully  at  titles  II  and  III. 

Let  me  first  tackle  the  problem  of  arms  transfers.  During  fiscal 
year  1993  the  United  States  transferred  a  record  level  of  arma- 
ments to  undemocratic  governments,  countries  the  State  Depart- 
ment identifies  that  way  in  the  human  rights  reports,  a  doubling 
of  President  Bush's  last  year. 

Now,  the  world  and  U.S.  economy  we  know  are  hurt  in  the  long 
term  by  these  sales.  Senator  Feingold  has  done  work  on  the  offset 
problem,  with  jobs  really  not  being  created  by  arms  sales,  and  I 
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have  included  in  my  testimony  some  economists'  work  on  the  prob- 
lem of  arms  transfers  and  their  impact  on  development  abroad  and 
our  own  exports.  And  we  know  that  U.S.  forces  have  to  face  a  more 
dangerous  world  when  we  transfer  our  most  sophisticated  weapons 
overseas.  So  why  is  this  happening? 

I  really  think  it  is  because  that  is  long-term  thinking  and  we  are 
looking  for  short-term  profits  and  jobs  in  this  arms  exports  explo- 
sion which  is  coming  because  the  Pentagon  is  buying  so  much  less 
and  producers  are  looking  overseas.  We  really  have  to  get  a  handle 
on  this  problem,  and  given  the  administration's  record,  which  was 
not  stopping  much  at  all  last  year,  legislative  conditions  are  all 
that  can  do  it. 

The  primary  law,  as  former  Congressman  Fraser  has  mentioned, 
is  502(b).  It  says  who  cannot  get  our  weapons  whether  through 
sales  or  aid.  I  agree  that  502(b)  is  outdated.  It  is  nearly  20  years 
old.  It  does  not  really  restrict  much.  And  I  agree  with  the  human 
rights  community  that  we  need  a  new  standard,  a  positive  certifi- 
cation that  countries  are  meeting  certain  criteria  before  they  can 
be  eligible. 

I  would  submit  to  the  committee  that  this  standard  has  been  de- 
veloped and  introduced  as  a  bill  by  Senator  Hatfield  and  Rep- 
resentative McKinney.  It  is  called  the  Arms  Trade  Code  of  Conduct 
Act,  and  the  most  important  single  step  I  think  you  could  take  to 
turning  this  document  into  a  reform  bill  is  to  include  the  Hatfield 
bill  instead  of  502(b). 

What  that  bill  does,  essentially,  is  require  a  positive  certification 
by  the  President  that  countries  are  promoting  democracy  and  pro- 
tecting human  rights.  If  they  are  not,  you  could  still  provide  the 
assistance  but  not,  as  in  this  bill,  by  total  Presidential  authority, 
but  with  a  congressional  approval  every  year  making  a  country  eli- 
gible, included  in  your  foreign  aid  bill. 

I  would  note  that  100  citizens  organizations  have  endorsed  this 
code  in  a  grassroots  campaign  called  "No  Arms  for  Dictators".  I 
have  included  a  list  in  my  testimony  for  you. 

Now,  on  to  military  and  police  aid.  It  is  very  difficult  to  analyze 
these  sections.  You  nave  175  pages  of  dense  waivers  at  the  back 
of  this  bill  after  the  crisp  language  in  the  titles  early  on — that  is 
only  10  or  15  pages.  You  would  have  to  be  the  Congressional  Re- 
search Service's  Larry  Nowels  to  understand  everything  that  is 
going  on  in  here.  I  certainly  do  not.  I  have  tried  to  dig  through  it 
and  show  you  some  specific  things. 

I  think  that  the  New  World  order  should  have  a  lot  more  to  do 
with  demilitarizing  the  world  and  encouraging  countries  to  reduce 
their  armed  forces  by  working  with  their  neighbors  the  way  we  did 
in  Europe  in  the  CFE  talks  to  bring  down  the  levels  rather  than 
just  keep  up  the  levels  and  make  sure  they  are  all  sort  of  secure 
at  the  higher  level. 

Israel  is  no  more  secure  today,  when  we  gave  Saudi  Arabia  the 
F-15  aircraft  and  Israel  then  had  to  get  it  through  foreign  aid  to 
match  it,  than  if  we  had  never  let  the  F-15  go  to  Saudi  Arabia. 
They  would  both  be  spending  a  lot  less  and  no  one  would  be  more 
threatened. 

So,  we  need  to  stop  this  cycle  of  violence  and  I  think  that  the  bill 
does  not  really  make  a  dramatic  new  move  in  that  effort. 
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Certainly  within  individual  countries  I  do  not  think  the  record 
shows  that  we  have  much  business  helping  them  preserve  internal 
security.  I  am  very  troubled  that  the  bill  beefs  up  the  police  aid 
programs  and  even  thinks  that  military  programs  could  help  a 
country  maintain  internal  security.  If  they  are  a  repressive  govern- 
ment we  should  just  be  pressing  on  them  to  get  the  army  out  of 
politics,  not  to  help  them  with  internal  security. 

The  police  aid  programs  I  feel  very  strongly  about  and  did 
produce  a  report  on  at  the  Arms  Control  and  Foreign  Policy  Cau- 
cus, Mr.  Chairman,  when  you  were  looking  over  the  Central  Amer- 
ica police  aid  programs  in  the  1980's.  I  think  they  look  good  on 
paper  but  in  practice  when  you  aid  police  forces  in  a  country  with 
no  rule  of  law,  whether  it  is  for  antinarcotics,  administration  of  jus- 
tice, antiterrorism,  we  have  abuse  and  misuse. 

We  should  not  be  aiding  foreign  police.  We  should  be  helping 
build  safe  societies  by  expanding  programs  to  strengthen  courts, 
lawyers,  and  advocacy  groups. 

There  are  three  things  I  think  need  to  be  stuck  into  this  bill.  One 
is  a  ban  on  cash-flow  financing.  Nowhere  is  the  need  for  a  new  defi- 
nition of  security  more  important  than  in  the  Middle  East,  but  that 
process  cannot  even  take  place  in  your  committee  for  4  or  5  years 
if  Egypt  and  Israel  keep  getting  cash-flow  financing,  under  which 
they  can  order  a  large  amount  of  weaponry  and  just  take  aid  to  pay 
for  this  year's. 

We  do  not  even  let  the  Pentagon  do  that.  When  you  authorize 
and  appropriate  for  the  Pentagon,  you  authorize  for  that  whole  air- 
craft carrier,  and  you  put  the  money  up  front.  But  Israel  and 
Egypt,  they  can  put  only  this  year's  progress  payments  in  the  bill 
in  the  expectation  that  you  will  appropriate  more  later.  I  think  it 
raises  serious  constitutional  problems  that  you  would  expect  that. 

I  have  asked  for  a  couple  of  other  things  here.  Let  me  just  leave 
them  in  the  testimony  and  say  that  from  page  17  on  I  have  tried 
to  do  what  the  development  groups  have  asked  me  to  the  last  cou- 
ple of  months,  and  finally  you  forced  me  to — a  section-by-section 
analysis  of  this  from  the  point  of  view  of  military  programs. 

There  are  a  number  of  waivers,  ways  that  military  aid  and  par- 
ticularly the  IMET  program  are  revised,  and  hidden,  and  stuck  into 
new  authorities.  As  Mr.  Conahan  noted,  most  of  these  authorities 
would  permit  anything  to  anybody.  And  so  I  think  you  need  to  sit 
down  and  scrub  these  titles  with  the  administration  the  way  the 
sustainable  development  titles  have  been  scrubbed  as  well. 

There  is  a  waiver  of  all  waivers  sitting  in  title  VII  that  lets  the 
President  waive  any  law  he  wants,  and  for  the  first  time  mentioned 
the  Arms  Export  Control  Act.  It  looks  like  sort  of  line  item  veto  for 
foreign  aid  and  arms  sales  with  $1  billion  of  extra  authority.  I 
would  take  a  good  look  at  that. 

In  conclusion,  I  think  that  there  are  a  number  of  problems  in  the 
current  military  aid  program  that  I  had  hoped  the  committee 
would  get  at  this  year — excess  defense  articles  being  transferred 
from  our  stocks,  changing  the  arms  transfer  rules  so  that  there  is 
this  Hatfield  code  of  conduct  provision  rather  than  old  502(b) — but 
with  the  business  of  going  through  here  and  finding  what  is  taken 
out  by  the  things  that  are  repealed;  for  example,  thev  will  repeal 
a  1976  Security  Act  except  for  section  22(c).  Somebody  has  got  to 


117 

find  out  what  22(c)  is  and  what  is  lost  by  the  repeal.  I  fear  that 
you  will  spend  a  lot  of  time  looking  back  this  year  rather  than  look- 
ing forward  in  this  process,  and  I  am  not  sure  that  it  is  going  to 
work. 
[The  prepared  statement  of  Dr.  Rossiter  follows:] 

Prepared  Statement  of  Dr.  Rossiter 

Mr.  Chairman,  thank  you  for  inviting  me  here  today  to  discuss  the  administra- 
tion's foreign  aid  reform  bill  and  its  likely  impact  on  democracy  and  peace  in  the 
coming  years.  The  debate  this  year  over  the  administration's  proposal  is  America's 
first  and  best  chance  to  craft  a  post-Cold  War  policy  toward  the  developing  world. 

I  am  grateful  for  the  opportunity  to  suggest  revisions  that  will  speed  the  worldwide 
demilitarization  that  is  so  crucial  to  tne  bill's  stated  goals  of  democracy  and  eco- 
nomic growth. 

As  currently  written,  this  proposal  is  mislabeled:  as  a  whole,  it  is  not  a  reform 
bill  for  U.S.  foreign  aid.  Yes,  it  contains  a  promising  reform  initiative,  the  creation 
of  flexible,  locally-planned  AID  programs  under  the  sustainable  development  title, 
which  will  make  it  far  more  difficult  for  the  State  Department  to  capture  develop- 
ment assistance  funds  and  misdirect  them  toward  diplomatic  goals.  However,  the 
bill  offers  no  reform  at  all  for  our  multilateral  economic  aid  programs,  such  as  the 
World  Bank,  the  International  Monetary  Fund  and  the  regional  development  banks, 
which  have  far  more  resources  and  impact  than  our  bilateral  ones,  and  whose  pro- 
grams and  planning  processes  are  badly  out  of  touch  with  the  needs  of  the  impover- 
ished people  who  are  the  intended  beneficiaries  of  the  new  AID  approach. 

And  in  the  area  of  military  aid,  this  bill  is  the  opposite  of  reiorm:  not  only  does 
it  simply  restate  existing  human  rights  law  that  last  year  permitted  record  arms 
sales  to  undemocratic  countries,  not  only  does  it  simply  carry  forward  the  plethora 
of  police  aid  programs  that  sprouted  in  the  1980s  with  such  disastrous  results,  but 
it  also  reverses  a  trend  of  military  aid  being  reduced  and  limited  to  only  the  Medi- 
terranean countries.  Through  loose  definitions,  outlandish  waivers  and  a  plethora 
of  draw-down  authorities,  this  bill  will  put  the  Defense  Department  back  in  the 
military  aid  business  in  dozens  of  unstable  and  undemocratic  countries. 

You  will  notice  that  there  are  a  number  of  briefing  papers  provided  to  the  Com- 
mittee by  the  administration  to  justify  its  proposed  language  on  sustainable  develop- 
ment. But  in  the  entire  packet,  there  isn't  a  single  briefing  paper  justifying  the  far 
larger  sections  of  the  bill  covering  military  and  police  programs.  Why?  Perhaps  be- 
cause it  would  be  hard  to  justify  as  "reform"  the  continuation  of  programs  ana  poli- 
cies that  the  Reagan  and  Bush  administrations  pushed  past  Congress  during  the 
Cold  War  frenzy  of  the  1980s  and  the  arms  sale  frenzy  in  the  aftermath  of  the  Gulf 
War. 

With  all  due  respect  for  the  fine  work  that  Brian  Atwood  and  Dick  McCall  have 
done  at  AID  crafting  the  sustainable  development  title,  if  this  bill  becomes  law  as 
written,  the  positive  impact  of  that  title  on  economic  growth,  peace,  and  democracy 
will  be  far  outweighed  by  the  negative  impact  of  military  and  police  aid  under  Title 

II  and  III.  Foreign  aid  reform  will  fail  unless  there  is  also  arms  transfer  reform. 
The  bill's  goal  is  to  promote  democracy  and  economic  growth  abroad,  but  both  are 
undermined  by  a  continued  policy  of  arming  dictators  and  human  rights  abusers. 
Arms  races  and  confiict  are  destroying  the  economy  of  the  developing  world,  which 
hurts  our  commercial  exports  and  in  the  end  loses  us  more  jobs  than  we  save  with 
sales.  It's  time  to  stop  this  spiral  of  violence  and  poverty,  and  there  is  no  place  more 
appropriate  to  do  that  than  in  a  foreign  aid  reform  bill  whose  goal  is  to  promote 
democracy  and  economic  growth. 

The  joke  going  around  the  development  community  is  that  Title  I  is  a  paradise 
island  of  sustainable  development  surrounded  by  a  sea  of  sharks  from  Titles  II  and 
III.  I  agree,  and  I  think  that  non-governmental  organizations  will  have  to  think  long 
and  hard  about  signing  on  for  this  vacation  package,  unless  the  sharks  are 
defanged. 

A  CODE  OF  CONDUCT  ON  ARMS  TRANSFERS 

Let  me  tackle  first  the  problem  of  arms  transfers,  and  then  turn  to  a  section-by- 
section  review  of  the  military  and  police  aid  provisions  of  the  administration's  bill. 
On  arnis  transfers,  this  bill  perfectly  reflects  President  Clinton's  policy  toward  the 
developing  world:  a  lot  of  talk  about  how  democracy  and  economic  growth  are  essen- 
tial to  our  own  security  and  prosperity,  but  no  action  to  restrain  record  levels  of 
U.S.  arms  transfers  to  dictators,  which  block  the  transition  to  democracy  and  wreak 
havoc  on  the  world  economy. 
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In  his  State  of  the  Union  address  this  year,  President  Clinton  said,  right  after 
discussing  his  proposed  defense  budget:  "Ultimately,  the  best  strategy  to  ensure  our 
security  and  to  build  a  durable  peace  is  to  support  the  advance  of  democracy  else- 
where. Democracies  don't  attack  each  other.  They  make  better  trading  partners  and 
partners  in  diplomacy."  And  the  President  is  right:  that  is  why  we  need  foreign  aid 
reform,  so  that  we  can  better  promote  our  own  security  through  promoting  fullpolit- 
ical  rights  and  economic  opportunity  elsewhere.  But  does  this  bill  promote  democ- 
racy, or  strengthen  dictators? 

During  fiscal  year  1993,  our  government  approved  the  sale  of  $25  billion  of  weap- 
ons to  governments  described  as  undemocratic  in  the  State  Department's  most  re- 
cent Country  Reports  on  Human  Rights  Practices.  How  could  this  be  happening  in 
a  Democratic  administration?  Because  the  giant  military  contractors,  allied  in  their 
lobbying  association,  the  Aerospace  Industries  Association,  are  drumming  up  foreign 
sales  to  take  the  sting  out  of  reduced  Pentagon  procurement,  and  Secretary  of  Com- 
merce Ron  Brown  and  the  military  services  are  then  driving  these  sales  through  the 
bureaucracy,  overrunning  what  little  opposition  exists  in  the  State  Department  and 
the  Arms  Control  and  Disarmament  Agency. 

Now,  one  can  understand  the  ALA  wanting  to  sell  anything  to  anybody,  but  why 
the  Commerce  and  Defense  Departments?  After  all,  the  world  and  U.S.  economy  are 
hurt  by  these  deals,  because  of  offset  deals  with  purchasing  countries  that  often 
take  away  as  many  U.S.  jobs  as  the  weapons  sales  maintain,  because  of  increases 
in  military  aid  to  pay  for  many  of  the  weapons,  and  because  of  the  waste  of  military 
spending  and  the  devastation  of  war.  (Senator  Feingold  has  started  important  re- 
forms on  the  offset  problem;  for  an  excellent  summary  of  this  and  other  negative 
economic  effects  of  arms  sales,  I  refer  the  Committee  to  the  briefing  paper  on  this 
topic  by  the  National  Commission  on  Economic  Conversion  and  Disarmament,  which 
is  attached  at  the  conclusion  of  my  testimony.)  And  U.S.  forces  have  to  face  a  more 
dangerous  world  when  we  and  our  allies  sell  weapons  to  unstable  regimes,  as  shown 
by  the  fact  that  U.S.  forces  faced  U.S.  weapons  and  weapons  technology  in  their  last 
three  combat  missions:  Panama,  Iraq,  and  Somalia. 

But  that  is  long-term  thinking,  and  the  Commerce  Department  wants  identifiable 
jobs  and  profits  this  year,  and  the  military  services  don't  want  to  have  to  use  this 
year's  procurement  allotments  to  pay  to  keep  these  factories  running,  so  they  sell 
our  strategic  interests  short. 

Given  this  administration's  refusal  to  confront  the  AIA  or  the  military  services  on 
arms  sales,  legislative  conditions  constitute  the  only  barrier  to  this  arms  race  with 
ourselves — in  which,  for  example,  we  sell  F-15s  to  Saudi  Arabia  and  then  have  to 
use  billions  of  dollars  in  foreign  aid  to  give  F-15s  to  Israel  to  meet  that  threat,  and 
on  top  of  that  have  to  spend  ten  of  billions  of  dollars  developing  the  F-22  to  main- 
tain our  own  technological  superiority  over  the  F-15s  and  F-16s  we've  sold  all  over 
the  world. 

The  primary  law  that  says  what  kinds  of  governments  can  and  can't  get  our  weap- 
ons is  Known  as  502B,  the  human  rights  provision  of  the  Foreign  Assistance  Act. 
This  contains  the  well-known  definition  of  a  country  banned  from  military  aid  and 
arms  sales:  "the  government  of  which  engages  in  a  consistent  pattern  of  gross  viola- 
tions of  internationally  recognized  human  rights."  This  nebulous  standard  has  never 
been  cited  in  denying  a  country  weapons,  in  part  because  it  requires  a  negative  and 
very  undiplomatic  finding  about  another  government. 

It  is  clear  that  502B  is  outdated,  that  it  is  too  old  and  too  porous  to  stop  today's 
record  arms  sales  to  repressive  regimes.  I  agree  with  the  human  rights  community 
that  this  reform  bill  is  the  perfect  opportunity  to  adopt  a  new  standard,  one  that 
uses  a  positive  certification  and  a  more  specific  definition  of  the  kinds  of  govern- 
ments we  should  even  consider  propping  up  by  strengthening  their  armed  forces.  I 
submit  to  this  Committee  that  such  a  standard  has  been  developed  in  the  Code  of 
Conduct  on  Arms  Transfers  Act  of  1993,  introduced  by  Representative  Cynthia 
McKinney  and  Senator  Mark  Hatfield.  This  Code  of  Conduct  bill  should  be  incor- 
porated directly  into  the  administration's  foreign  aid  bill  in  place  of  502B,  which  is 
renumbered  7202(e).  That  is  the  most  important  single  step  this  Committee  could 
take  to  make  the  foreign  aid  proposal  truly  a  reform  bill. 

The  McKinney-Hatficld  bill  sets  up  a  positive  certification  process  for  arms  trans- 
fers. It  requires  that  the  administration  find  that  a  country  meets  the  Code  of  Con- 
duct's standards  before  it  can  be  eligible  to  receive  U.S.  weapons  during  the  coming 
year.  Those  standards  are  that  the  country:  promotes  democracy;  protects  human 
rights;  is  not  engaged  in  aggression;  and  is  fully  participating  in  the  U.N.  arms 
trade  register.  Congress  and  the  President  could  make  a  country  eligible  without 
this  administration  report  by  passing  a  law — cither  as  a  free-standing  bill  or  an 
amendment  to  a  foreign  assistance  bill  or  other  bill. 
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There  is  a  short-hand  version  of  this  Code,  "No  Arms  for  Dictators,"  which  is  the 
slogan  for  a  nationwide  campaign  launched  earlier  this  month  by  over  100  citizens' 
organizations.  These  organizations  include  development  groups  like  Bread  for  the 
World  and  the  Alliance  For  Child  Survival,  human  rights  groups  like  Amnesty  Inter- 
national and  Human  Rights  Watch,  women's  groups  like  the  YWCA  and  WAND, 
arms  control  groups  like  the  Council  for  A  Livable  World  and  the  Federation  of 
American  Scientists,  veterans'  groups  like  the  Vietnam  Veterans  of  America  Foun- 
dation, religious  groups  like  the  American  Baptist  Churches  and  NETWORK:  A 
Catholic  Social  Justice  Lobby,  and  economic  conversion  groups  like  the  National 
Commission  on  Economic  Conversion  and  Disarmament.  I  nave  attached  to  my  tes- 
timony the  grass-roots  version  of  the  Code  of  Conduct,  and  a  list  of  the  organiza- 
tions that  have  endorsed  it  to  date. 

The  policy  version  of  the  Code  is  the  McKinney-Hatfield  bill,  which  includes  pre- 
cise definitions  of  what  it  means  to  promote  democracy  and  protect  human  rignts. 
And  it  doesn't  just  mean  holding  elections  and  freeing'  some  political  prisoners.  It 
means  actively  pushing  for  the  underlying  elements  of  democracy  and  human  ri^ts 
as  well:  free  expression,  no  reprisals  for  political  activity,  and  protection  for  women, 
ethnic  and  religious  minorities,  and  other  oppressed  segments  of  society.  These  defi- 
nitions were  developed  by  the  congressional  sponsors  in  consultation  with  some  of 
the  finest  human  rights  specialists  in  the  United  States.  I  think  you  will  find  that 
they  are  meaningful  and  consistent  both  with  the  types  of  information  and  judg- 
ments contained  in  the  State  Department's  human  rignts  reports,  and  with  the  way 
human  rights  concerns  have  changed  since  section  502B  was  written  nearly  20 
years  ago. 

A  U.S.  Code  of  Conduct  will  be  most  effective  if  it  is  also  adopted  by  other  suppli- 
ers. Efforts  to  promote  a  Code  in  other  supplier  countries,  which  are  being  led  by 
the  British  arms  control  group  Saferworld,  would  receive  a  tremendous  boost  if  the 
United  states  took  the  first  step.  The  United  States  took  some  unilateral  first  steps 
in  starting  the  process  of  banning  individual  weapons  like  chemical  weapons  and 
anti-personnel  landmines,  and  other  countries  then  came  under  great  pressure  to 
follow.  The  same  can  be  true  of  starting  the  process  of  banning  all  arms  to  countries 
that  don't  meet  the  Code.  I  urge  you  to  include  the  Code  of  Conduct  bill  in  the  for- 
eign aid  reform  legislation. 

MILITARY  AND  POLICE  AID:  SUMMARY  AND  SUGGESTED  REFORMS 

Turning  to  the  military  and  police  aid  provisions  of  the  bill,  I  would  like  to  offer 
three  conclusions  about  what's  in  the  bill  but  shouldn't  be,  and  three  suggestions 
about  what  isn't  in  the  bill  but  should  be.  Then  I  will  list  the  specific  sections  that 
should  be  tightly  controlled  or  simply  dropped  if  the  justifications  you  receive  in  tes- 
timony from  administration  witnesses  are  too  weak. 

SUMMARY 

Difficult  to  analyze  all  the  implications:  These  provisions  contain  a  veritable  flood 
of  loose  definitions,  waivers,  and  drawdown  authorities.  Some  are  simply  repeated 
from  the  existing  foreign  aid  bill,  and  some  are  new.  Only  the  Congressional  Re- 
search Service's  Larry  Nowels  could  tell  you  which  are  which.  But  it  really  doesn't 
matter:  if  this  is  to  be  a  reform  act,  nothing  should  be  carried  over  without  a  new 
justification. 

Unlike  the  development  and  relief  provisions  of  the  bill,  the  military  and  police 
provisions  have  not  yet  been  scrutinized  and  questioned  by  non-governmental  orga- 
nizations. The  main  titles  in  this  bill  have  from  10  to  25  pages  in  legislative  lan- 
guage, but  then  comes  175  pages  of  dense  waivers  and  restrictions  and  definitions, 
many  of  them  relating  to  military  and  police  programs.  I  have  not  caught  all  the 
tricks,  I'm  sure,  but  I've  found  enough  to  convince  me  that  this  is  a  concerted  effort 
to  revive  the  flagging  military  aid  program  and  cement  it  in  the  foreign  aid  program 
of  the  next  decade. 

Demilitarization  increases  security  more  than  military  aid:  The  guiding  assump- 
tion of  the  military  and  police  provisions  of  the  bill  appears  to  be  that  our  security 
interests  are  best  served  by  equipping  and  training  the  military  and  police  forces 
of  unstable,  undemocratic  regimes  so  that  they  can  maintain  internal  order  more 
professionally  and  deter  aggression  more  convincingly.  That  was  the  theme  of  our 
security  aid  programs  throughout  the  Cold  War.  I  would  like  to  see  that  tired  ra- 
tionale for  continued  security  aid  examined,  country  by  country. 

I  think  you  would  find  that  our  security  would  be  far  better  served  by  a  policy 
not  of  fueling  regional  arms  races,  but  of  promoting  regional  demilitarization — 
meaning  the  mutual  reduction  of  armed  forces  and  spending  and  the  elimination  of 
offensive  weapons  and  deployments  as  in  the  Conventional  Forces  in  Europe  agree- 
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ment.  And  within  individual  countries,  I  think  you  would  find  that  the  armed  forces 
are  a  major  political  and  economic  barrier  to  progress  toward  democracy  and  devel- 
opment, and  that  those  goals  would  be  reached  more  often  and  civil  wars  would  rage 
less  often  if  we  aggressively  promoted  dramatic  reductions  in  the  size  and  political 
power  of  armed  forces. 

The  classic  expression  of  the  assumption  that  undemocratic  armed  forces  can  be 
"professionalized"  was  the  International  Military  Education  and  Training  program, 
which  actually  counted  in  its  total  of  successful  training  of  "influential"  officials 
military  officers  who  were  influential  because  they  had  staged  coups  and  had  be- 
come presidents!  That  program,  which  is  on  its  last  legs  because  of  a  50  percent 
cut  in  funding  by  Congress  last  year,  would  receive  a  new  lease  on  life  from  this 
foreign  aid  reform  proposal. 

Our  goal  in  the  1990s  should  be  to  make  the  armed  forces  irrelevant  in  politics, 
not  "inuuential."  Rather  than  fueling  regional  arms  races  in  which  all  sides  must 
face  an  increasing  level  of  armament  against  them,  or  helping  repressive  govern- 
ments handle  "internal"  threats,  we  should  be  leading  a  high-profile  effort  to  reduce 
armed  forces'  size,  spending  and  political  power  throughout  the  developing  world. 
At  stake  is  their  nearly  $200  billion  in  annual  spending,  which  dwarfs  all  the  re- 
sources being  provided  by  this  bill.  This  bill  should  be  building  on  the  efforts  in  re- 
cent appropriations  acts  to  used  World  Bank  lending,  which  is  oflen  conditioned  on 
other  economic  reforms,  as  a  carrot  to  spur  reductions  in  wasteful  military  spending. 
Instead,  this  bill  asks  for  weapons  and  training  that  will  spur  the  spending,  not  the 
reductions. 

Police  aid  has  been  a  failure:  During  the  1980s,  the  theory  of  "professionalizing" 
repressive  forces  through  foreign  aid  programs  was  expanded  to  apply  to  foreign  po- 
lice forces.  This  Reagan  era  policy  is  expanded  even  more  in  the  reform  bill,  with 
additional  rationales  and  loopholes  and  even  the  addition  of  prison  guards  to  those 
equipped  and  trained  by  the  American  taxpayer.  The  record  of  the  past  40  years — 
from  the  Office  of  Public  Safety  and  its  involvement  in  the  Tiger  Cages  of  Vietnam 
to  the  Special  Investigative  Unit  and  its  involvement  in  the  coverup  of  the  Jesuit 
murders  in  El  Salvador,  from  the  failure  of  anti-drug  programs  to  reform  corrupt 
Andean  police  to  the  failure  of  CIA  programs  to  reform  corrupt  Haitian  police — 
shows  that  America  has  no  business  strengthening  the  internal  security  forces  of 
another  country. 

It  all  looks  good  as  plans  on  paper,  but  in  practice,  police  who  operate  in  countries 
without  a  strong  judicial  system  misuse  our  aid,  whether  it  is  given  under  the  Ad- 
ministration of  Justice  program,  the  Anti-Terrorism  Assistance  program,  the  Inter- 
national Narcotics  Control  program,  or  a  host  of  smaller  programs  floating  around 
in  the  foreign  assistance  act.  I  urge  the  Committee  to  end  this  experiment  with  aid- 
ing police.  Let's  stick  to  the  legal  side  of  building  safe  societies,  by  expanding  our 
programs  to  strengthen  courts,  lawyers,  newspapers  and  advocacy  groups,  and,  most 
importantly,  the  resolve  of  the  government  in  question. 

SUGGESTTED  REFORMS 

There  are  three  provisions  that  I  think  should  be  added  to  this  bill  to  help  Con- 
gress regain  control  of  the  military  aid  program:  a  ban  on  cash-flow  financing  for 
military  aid  orders,  an  annual  report  to  Congress  listing  all  arms  transfers  by  weap- 
on and  by  country,  and  an  end  to  CIA  and  other  covert  aid  programs  to  military 
and  police  forces.  Actually,  placing  these  in  the  law  would  largely  return  to  Con- 
gress the  controls  it  had  in  place  in  1980,  but  lost  during  the  Reagan  administra- 
tion. 

Cash-flow  ftnancing:  Nowhere  is  the  need  for  a  new  definition  of  security  more 
important  than  in  the  Middle  East.  Israel  would  be  far  more  secure  with  no  U.S. 
military  aid  in  the  context  of  a  regional  ban  on  the  importation  of  new  offensive 
weapons  than  with  continued  U.S.  aid  to  help  it  buy  weapons  to  match  others'  ad- 
vances in  weaponry.  In  light  of  the  historic  peace  agreement  achieved  last  fall  and 
the  economic  needs  of  the  region,  there  is  an  obvious  need  to  restructure  and  reduce 
military  aid  to  Mediterranean  countries  in  the  context  of  regional  demilitarization. 
The  details  of  a  restructured  and  reduced  military  aid  package,  and  the  security 
agreements  in  the  region  that  are  a  precondition  to  major  changes,  will  have  of 
course  to  be  worked  out  with  the  governments  and  the  citizen  development  organi- 
zations in  the  region.  But  that  process  can  never  take  place,  even  years  into  the 
future,  without  the  elimination  oi  cash-How  financing  today. 

Cash-fiow  financing  is  an  exceptional  and  perhaps  unconstitutional  administrative 
regulation  that  permits  Egypt  and  Israel  to  order  weapons  without  having  military 
aid  set  aside  to  pay  for  them.  These  orders  are  made  "in  the  expectation  of  appro- 
priations" in  the  years  ahead,  when  the  bills  actually  come  due  as  the  weapons  are 
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manufactured  and  delivered.  The  practical  effect  of  this  policy  is  to  lock  Congress 
into  funding  at  today's  $5  billion  annual  level  for  four  to  five  years. 

Prior  to  the  invention  of  cash-flow  financing  in  the  1980s,  all  recipients  of  U.S. 
military  aid  used  the  same  procedure  as  the  Pentagon  does  in  the  defense  author- 
ization act:  you  can  only  order  what  you  have  the  money  for.  If  you  want  to  order 
5  tanks,  you  have  to  have  been  authorized  the  necessary  funds  and  set  them  aside. 
But  now  Egypt  and  Israel  can  order  those  five  tanks  as  long  as  they  have  enough 
U.S.  funds  set  aside  to  make  just  this  year's  progress  payments.  Next  year's?  And 
the  year  after?  And  the  year  after,  as  the  bills  keep  coming  due  for  the  deliveries 
of  the  weapons?  The  appropriations  from  future  congresses  are  "expected"  to  take 
care  of  that.  The  Committee  must  end  this  policy  now,  so  that  a  few  years  from  now 
it  can  have  even  the  option  of  restructuring  and  reducing  aid  to  the  Middle  East. 

Full  reports  on  arms  transfers:  In  1981,  The  Reagan  administration  asked  for  and 
got  the  repeal  of  perhaps  the  most  informative  security  assistance  report,  under  old 
section  657,  whicn  required  a  listing  of  every  weapon  that  went  to  every  country 
from  every  one  of  the  many  U.S.  government  or  U.S.  commercial  export  programs. 
That  report  had  placed  all  U.S.  arms  transfers  in  the  light  of  day,  for  Congress  and 
human  rights  groups  and  security-oriented  groups  like  mine  to  see,  and  a  lot  of 
arms  transfers  simply  can't  stand  up  to  that  kind  of  scrutiny. 

The  most  important  technical  reform  that  this  Committee  could  make  in  the  secu- 
rity aid  area  would  be  to  bring  back  section  657,  and  add  a  requirement  for  best 
estimates  of  possible  sales  in  the  year  to  come.  All  these  data  exist  in  the  U.S.  gov- 
ernment already:  they  are  the  building  blocks  that  are  used  to  come  up  with  the 
country  dollar  totals  for  the  previous  fiscal  year  and  dollar  estimates  for  the  coming 
one  in  the  annual  congressional  presentation  for  security  assistance.  Just  liberate 
these  data  so  that  you  and  we  can  see  what  specific  transfers  our  government  has 
approved  and  is  thinking  of  approving. 

Covert  aid:  My  third  addition  to  the  bill  would  be  a  ban  on  covert  arms  and  train- 
ing programs  under  the  Intelligence  Act.  How  many  more  Haitis,  El  Salvadors,  and 
Angolas  do  we  need  to  learn  that  covert  aid  programs  corrupt  the  recipients  pre- 
cisely because  they  arc  covert  and  have  no  leverage?  If  we  are  to  engage  in  aiaing 
foreign  forces,  we  should  do  so  openly. 

Altnough  many  aspects  of  intelligence  law  are  themselves  classified,  it  is  my  un- 
derstanding that  the  President  can  initiate  a  covert  aid  program  by  simply  making 
a  finding.  Then,  at  least  during  the  fiscal  year  in  question,  the  program  can  con- 
tinue unless  Congress  enacts  a  Dili  to  close  it  down.  At  a  minimum,  secret  aid  pro- 
grams should  be  approved  by  law  before  they  start,  and  this  Committee,  perhaps 
in  tandem  with  the  Intelligence  Comnuttees,  should  be  the  sponsors  of  such  a  classi- 
fied law. 

MILITARY  AND  POLICE  AID:  SECTION-BY-SECTION  ANALYSIS 

Now,  to  the  specific  provisions  of  the  bill: 
Title  I:  Sustainable  Development 

By  reference  from  Section  7209(b),  foreign  militaiy  and  paramilitary  forces  may 
take  part  in  sustainable  development  programs.  Current  law  strictly  prohibits  such 
participation.  Blatant  violations  of  the  ban  on  military  involvement  in  economic  aid 
was  a  major  source  of  power  for  the  repressive  Salvadoran  and  Guatemalan  armed 
forces  in  the  1980s.  The  ban  should  be  enforced,  not  waived. 

Title  II:  Building  Democracy 

2101  defines  who  could  receive  military  or  police  aid  under  this  title  in  such  a 
way  as  to  include  every  country  in  the  world,  since  one  can  always  find  a  way  in 
which  a  country  either  is  "in  tne  process  of  emerging  as  a  democratic  society'^  or 
has  some  form  of  "democratic  progress"  that  is  being  "threatened."  There  is  no  con- 
trol and  little  guidance  here. 

2102(a)(1)(D)  permits  aid  for  the  "establishment  and  professional  development  of 
non-partisan  military,  security  and  police  forces."  As  noted  above,  I  believe  that  we 
should  not  be  strengthening  poorly  controlled  security  and  police  forces,  and  that 
we  should  be  pushing  for  reduced  armed  forces,  not  "professionalizing  them." 

2102(a)(3)  permits  aid  to  "help  meet  security  challenges  on  a  transitional  basis 
that  threaten  to  impede  or  reverse  democratic  reforms  or  institutions."  That's  an- 
other all-encompassing  definition,  and  by  reference  in  a  waiver  later  in  the  bill,  it 
permits  police  aid  to  just  about  any  country  in  the  world. 

2102(b)  appears  intended  to  limit  military  and  police  aid  to  "orienting"  people  to 
their  proper  role,  but  in  fact  qualifiers  1  through  5  open  up  hundreds  of^avenues 
for  continued,  straightforward  equipping  and  training.  Again,  2102(a)(3)  is  ref- 
erenced, meaning  that  any  aid  can  be  justified  as  meeting  a  threat  to  democratic 
reforms.  This  section  is  one  of  the  parts  of  the  bill  that  revives  the  IMET  program. 
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Most  disturbing  in  this  subsection  is  the  clause  at  the  end,  which  reads,  "the 
President  shall  consider  the  extent  to  which  the  recipients  demonstrate  a  commit- 
ment to  respect  human  rights  and  fundamental  freedoms.*  ♦  ♦"  Well,  we  know  how 
the  President  is  considering  those  issues  now,  in  that  he  has  approved  $25  billion 
in  arms  transfers  to  repressive  governments.  The  McKinney-Hatfield  bill  would 
force  him  to  consider  their  human  rights  records,  and  only  provide  weapons  if  the 
records  are  strong  ones. 

Title  III:  Promoting  Peace 

3102(a)(2)  permits  aid  for  the  "restoration  of  international  peace  and  security  and 
other  programs  carried  out  in  furtherance  of  the  national  interest  of  the  United 
States. '  That  is  a  definition  that  defines  away  nothing. 

3103  provides  a  general  drawdown  authority  of  $100  million.  This  should  be  re- 
duced to  a  few  million  dollars  for  U.N.  operations,  to  guard  against  the  abuses  of 
massive  drawdowns  in  the  1980s  for  El  Salvador  and  Colombia.  If  we  want  to  sup- 

f)ort  international  peacekeeping,  we  should  first  pay  our  arrears  to  ongoing  UN  ef- 
orts. 

3204  has  a  drawdown  authority  of  $100  million  for  nuclear  disarmament.  But  nu- 
clear disarmament  is  a  slow  process,  with  no  need  to  rush  to  judgment.  The  Presi- 
dent can,  as  with  all  foreign  aid,  make  an  agreement  with  another  country,  and 
promise  to  try  to  convince  Congress  to  provide  tne  necessary  funds. 

3301(4)  provides  the  rationale  for  military  aid,  and  it  is  a  poor  one:  to  "preserve 
internal  security,  as  well  as  to  engage  in  collective  defense.'  An  unstable  and  re- 
pressive government's  internal  security  is  none  of  our  business.  We  don't  need  to 
nelp  them  with  counter-insurgency,  low-intensity  confiict  or  modernizing  their 
armed  forces;  we  need  to  advise  them  to  permit  political  freedom  and  hold  their 
forces  accountable  to  law.  And  collective  defense?  That  is  a  code  word  for  regional 
arms  races  with  U.S.  weapons  and  others  matching.  It  is  the  duty  of  the  United 
Nations  and  its  members  to  provide  for  collective  defense;  we  should  be  advising 
countries  to  negotiate  regional  demilitarization  programs,  rather  than  fueling  their 
arms  races. 

3302  also  permits  aid  to  anyone  in  the  world  with  its  broad  statement  of  authority 
and  purposes.  There  are,  for  example,  no  restrictions  on  U.S.  funding  for  civic  action 
by  foreign  armies,  which  is  unwisely  strengthening  the  political  power  of  armed 
forces  in  the  developing  world.  This  is  another  place  in  the  bill  where  EMET  is  re- 
vived, with  none  of  the  restrictions  that  Congress  has  placed  on  it  in  recent  years. 

3303  calls  for  a  shift  of  resources  from  militant  to  economic  aid,  but  that  is  some- 
thing that  is  impossible  without  the  end  of  cash-flow  financing. 

3401-3406  constitutes  Chapter  4  of  Title  III.  This  chapter  brings  into  one  pro- 
tected place  a  number  of  failed  police  aid  programs,  such  as  anti-teirorism  assist- 
ance, international  narcotics  control,  and  administration  of  justice.  The  restrictions 
of  3404  are  too  loose  to  rule  out  anyone's  police  forces.  We're  all  against  drugs  and 
terrorism,  but  has  anyone  noticed  that  these  programs  have  failed  to  stop  drugs  and 
terrorism,  and  have  instead  simply  been  a  new  conduit  of  military  and  police  aid 
to  unstable  and  repressive  governments,  like  Colombia  and  Peru,  and  even  Haiti? 
The  dream  of  halting  drugs  at  their  source  has  turned  out  to  be  a  nightmare.  The 
President's  new  anti-drug  policy  stresses-long-term  economic  development  instead  of 
direct  attacks  on  trafficking.  The  foreign  aid  reform  bill  should  be  consistent  with 
that  policy. 

Title  IV:  Providing  Humanitarian  Assistance 

4101D  permits  the  President  to  waive  any  law  to  provide  relief  assistance.  I  sup- 
port the  use  of  military  assets  to  deliver  emergency  assistance,  but  I  fear  that  this 
broad  waiver  will  permit  long-term  military  action  when  we  should  be  building 
local,  civilian  capabilities  to  respond  to  crises.  The  rules  for  military  involvement 
in  humanitarian  action  must  be  tightened  up,  both  here  and  in  the  defense  author- 
ization act. 

Title  VII:  Special  Authorities,  Restrictions  on  Assistance,  and  Reports 

7101  caps  transfers  between  authorization  in  the  bill  at  10  percent  of  any  item — 
and  then  exempts  from  this  cap  major  portions  of  the  military  and  police  aid  in  ti- 
tles II  and  III! 

7102  is  the  waiver  of  all  waivers:  it  gives  the  President  total  control  over  all  laws 
(and  as  far  as  I  can  tell,  this  is  the  first  time  the  Arms  Export  Control  Act  is  even 
mentioned  in  the  bill)  and  permits  $1  billion  worth  of  prohioited  weapons  sales  and 
$500  million  worth  of  prohibited  military  aid.  Some  of  these  authorities  already 
exist  in  law,  but  if  this  is  reform,  why  renew  them?  Frankly,  I  would  be  concerned 
about  the  constitutionality  of  this  provision,  since  it  reads  like  a  line-item  veto  for 
foreign  aid  and  arms  sales. 
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7103  adds  another  $100  million  transfer  authority  for  unanticipated  contin- 
gencies. 

7104  is  the  enabling  legislation  for  police  aid,  and  under  this  set  of  waivers,  par- 
ticularly the  reference  in  9  back  to  Title  II's  general  purposes,  everyone  could  be 
eligible  for  U.S.  equipment  and  training,  from  cops  on  the  beat  to  prison  guards. 

7107  has  been  a  pet  request  for  years  of  IMET  program  managers.  It  woiild  per- 
mit EMET  training  for  countries  in  arrears  on  U.S.  aid  loans,  as  long  as  the  govern- 
ment in  question  is  democratically  elected. 

7111  adds  another  $100  million  in  drawdown  authority  from  Pentagon  stocks  and 
$150  million  from  the  resources  of  any  part  of  the  government. 

7202(e)  is  the  old  502B  human  rights  law,  with  some  minor  modifications.  One 
of  these  modifications  is  harmless:  a  requirement  that  consideration  be  given  to 
some  new  topics.  And  one  is  troublesome:  the  inclusion  of  the  concept  that  the  Presi- 
dent should  take  into  account  the  possible  impact  of  a  negative  finding  under  this 
section.  This  implies  that  the  Presiaent  should  go  easy  on  governments  that  threat- 
en to  abuse  human  rights  even  more  if  there  is  a  finding.  Of  course,  the  old  national 
security  waiver  lives  on.  In  contrast,  the  McKinney-Hatfield  bill  would  both  insti- 
tute a  meaningful,  positive  certification  on  human  rights,  and  then  make  Congress 
any  equal  partner  with  the  President  in  granting  any  waivers  to  it. 

7209  would,  as  discussed  under  title  I,  let  foreign  military  and  paramilitary  forces 
take  part  in  sustainable  development  programs. 

7305  picks  up  the  current  section  34b  reprogramming  authorities,  although  with 
the  addition  oi  a  new  national  security  waiver  for  the  President.  Reprogramming 
of  necessity  exists  in  a  nebulous  constitutional  zone,  but  it  has  been  an  important 
tool  of  congressional  control  over  fast-breaking  changes  in  foreign  policy.  The  Com- 
mittee should  review  reprogramming's  record  to  date,  and  identify  ways  that  over- 
sight could  be  improved. 

Title  VIII:  General  Prouisions 

8211  permits  the  use  of  foreign  aid  to  pay  the  Pentagon's  expenses  for  running 
military  aid  programs.  Let  the  Pentagon  pay  for  these  programs  and  they  may  not 
be  so  eager  to  expand  them. 

8212  terminates  in  some  cases  the  requirement  for  U.S.  approval  for  retransfers 
of  U.S. -sold  military  equipment  by  other  countries.  This  strikes  me  as  unwise,  al- 
though I  do  not  know  the  specific  rationale  behind  this  proposal. 

8214  creates  a  non-appropriated  foreign  aid  program  under  which  we  would  take 
other  nations'  military  students  into  our  trainmg  programs  without  charge  if  they 
take  some  of  ours  on  an  ill-defined  "generally  reciprocal  basis."  This  is  a  major  loop- 
hole that  could  cover  an  entire  new  EMET  program. 

8405  continues  the  excess  defense  articles  program,  the  fastest  growing  foreign 
aid  program.  EDA  is  the  new  spigot  for  military  aid  to  developing  countries,  now 
that  appropriated  military  aid  goes  to  Mediterranean  countries.  All  EDA  transfers 
should  be  justified  to  Congress  and  approved  like  regular  military  aid  programs.  As 
it  stands  here,  the  President  has  complete  control  of  the  process. 

8406  permits  the  stockpiling  of  arms  for  foreign  governments,  although  at  what 
appears  to  be  full  cost.  This  section  needs  additional  scrutiny  before  its  impact  can 
be  assessed. 

8551,  in  paragraphs  19  and  20,  sets  rules  for  the  transfer  of  excess  defense  arti- 
cles, and  also  needs  a  full  justification. 

Title  IX:  Technical  and  Conforming  Prouisions 

9105  provides  "transition  rules"  for  military  aid,  and  as  far  as  I  can  tell  permits 
special  breaks  on  prices  and  reprogrammings,  which,  barring  a  fuller  explanation, 
I  think  this  Committee  should  oppose. 

9106  repeals  a  number  of  old  foreign  aid  acts,  but  makes  some  specific  exceptions. 
For  example,  (h)  repeals  the  1986  special  foreign  assistance  act,  except  for  section 
1  and  section  204,  and  (y)  repeals  the  1976  security  assistance  act  except  for  section 
1,  201b,  212b,  601,  and  608.  What  are  these  exceptions?  What  is  the  impact  of  re- 
pealing all  the  other  parts  of  these  acts?  I  certainly  don't  know,  but  I  would  like 
to  see  a  detailed  justification  before  passing  judgment  on  this  provision. 

Mr.  Chairman,  some  might  say  that  what  I  am  proposing  lor  security  assistance 
is  too  dramatic.  Afler  all,  I've  recommended  that  annual  congressional  action  be  re- 
quired before  repressive  governments  are  eligible  to  receive  U.S.  weapons  and  train- 
ing; that  there  oe  an  end  to  equipment  and  training  for  police,  prisons,  and  other 
elements  of  internal  security  in  countries  where  there  is  no  rule  of  law  to  protect 
the  citizens  from  these  forces;  that  cash-flow  financing  for  arms  aid  be  banned,  so 
that  at  least  future  congresses  can  reconfigure  aid  to  the  Middle  East;  that  covert 
aid  be  ended;  and  that  there  be  a  concerted  U.S.  policy  of  seeking  regional  demili- 
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tarization  pacts  and  World  Bank  lending  conditions  that  significantly  reduce  forces 
and  spending. 

But  am  I  really  asking  for  anything  more  dramatic  on  the  security  assistance  side 
than  Brian  Atwood  and  Dick  McCall  are  asking  for  on  the  development  assistance 
side,  with  their  plans  for  an  end  to  country  programs,  and  for  aid  to  be  based  on 
development  performance,  not  diplomatic  necas?  1  think  not.  This  is  sup(X)sed  to  be 
a  plan  to  reform  foreign  aid,  economic  and  military,  to  serve  our  needs  in  a  world 
without  a  Cold  War  and  a  Cold  War  rival.  Half  a  reform  will  be  no  reform  at  all; 
if  economic  aid  is  improved,  but  military  aid  and  sales  continue  to  promote  instabil- 
ity, waste,  and  war,  we  will  all  have  been  wasting  our  time,  and  making  false  prom- 
ises to  the  developing  world  and  the  American  taxpayer.  I  look  forward  to  working 
with  you  and  the  Committee  to  make  sure  that  we  achieve  the  necessary,  full  re- 
form of  foreign  aid. 

[Other  material  submitted  by  Dr.  Rossiter  may  be  found  in  committee  files.] 

Senator  Sarbanes.  Thank  you.  Dr.  Barkan? 

STATEMENT  OF  DR.  JOEL  BARKAN,  PROFESSOR,  POLITICAL 
SCIENCE,  UIVIVERSITY  OF  IOWA 

Dr.  Barkan.  Thank  you  very  much.  As  someone  who  has  spent 
a  large  part  of  his  career  studying  civil  society  and  political  institu- 
tions in  what  are  termed  under  the  act  countries  in  transition,  and 
as  someone  who  has  just  completed  2  years  advising  USAID  how 
to  build  democratic  institutions  in  such  countries,  the  perspective 
I  can  share  with  you  this  morning  is  the  perspective  from  the  field. 
That  is  to  say,  what  are  these  initiatives  likely  to  look  like,  and 
what  challenges  and  problems  do  we  get  into  when  we  try  to  imple- 
ment a  theory  and  put  it  into  practice  in  the  field. 

I  want  to  share  with  you  about  seven  observations,  time  permit- 
ting. First,  building  democracy  is  fundamentally  an  institution  in 
institution  building,  not  the  occurrence  or  nonoccurrence  of  a  single 
event.  The  holding  of  a  single  multiparty  election,  even  if  free  and 
fair,  does  not  a  democracy  make — witness  the  experience  in  Angola, 
Kenya,  and  most  recently  Russia — rather  it  is  the  periodic  holding 
of  elections  over  many  years.  Institutionalization  of  the  electoral 
process  establishes  the  foundations  for  an  enduring  democratic  sys- 
tem. Likewise  with  other  institutions  that  we  associate  with  demo- 
cratic rule  such  as  a  judicial  system,  free  press,  et  cetera. 

Second,  because  it  is  a  process  of  institution  building,  the  build- 
ing of  democracy  takes  time.  Countries  do  not  make  successful 
transitions  to  democracy  in  1  year  or  even  5,  they  do  so  over  a 
longer  timespan.  Thus,  the  United  States,  if  it  is  to  be  effective  in 
assisting  other  countries  in  building  democracy,  must  recognize 
this  fact  by  getting  into  the  game  for  the  long  haul  and  staying  in. 

Third,  because  it  is  an  exercise  in  institution  building  it  is  essen- 
tial that  the  assistance  be  provided  to  local  individuals  and  groups 
who  are  firmly  committed  to  advancing  the  process  of  democratiza- 
tion over  the  long  term.  In  the  final  analysis  democracy  will  be 
built  by  the  people  of  the  countries  making  the  transition  to  democ- 
racy, not  by  outsiders.  Assistance  cannot  be  provided  unilaterally 
but  rather  via  committed  partners  who  seek  our  support. 

To  be  effective  our  role  must  be  one  of  facilitator,  not  initiator. 
This  invariably  means  that  not  all  types  of  assistance  can  be  pro- 
vided in  all  countries  where  USAID  will  operate  such  programs.  All 
programs,  therefore,  will  not  look  alike  or  unfold  in  lockstep. 

Fourth,  compared  to  conventional  forms  of  foreign  assistance, 
interventions  to  support  the  building  of  democracy  need  not  be  ex- 
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pensive.  For  example,  in  a  typical  African  country  any  program 
that  costs  more  the  $2  to  $3  million  per  year  is  probably  too  expen- 
sive. There  just  is  not  the  absorptive  capacity  you  need  to  spend 
more. 

On  the  other  hand,  these  programs  require  a  constant  or  near 
constant  field  presence  of  appropriate  trained  and  experienced 
staff.  Both  technical  assistance  and  financial  support  in  this  area 
is  most  effective  when  it  is  provided  in  small  and  nonrepetitive 
packages  which  are  often  unique  for  each  recipient  group  and 
which  vary  over  time.  Targeting  the  appropriate  type  of  support  to 
an  appropriate  recipient  requires  constant  monitoring  of  the  local 
situation. 

Fifth,  if  the  United  States  is  to  be  effective  in  this  field,  the  im- 
plementing agencies,  particularly  USAID,  must  have  the  flexibility 
to  be  able  to  provide  appropriate  support  on  a  timely  basis.  Con- 
gressional restrictions  which  prevent  USAID  from  providing  such 
support,  for  example  restrictions  on  providing  assistance  to  particu- 
lar countries,  the  Brooke  amendment,  or  even  restrictions  on  the 
training  of  police  make  it  impossible  at  times  to  provide  appro- 
priate assistance  when  needed. 

I  therefore  strongly  endorse  sections  7106  and  7107  of  the  pro- 
posed act  which  exempt  assistance  to  local  NGO's  and  training  ac- 
tivities from  various  prohibitions. 

Sixth,  it  must  be  recognized  that  different  U.S.  agencies  have  dif- 
ferent and  complimentary  roles  to  play  in  the  building  of  democ- 
racy abroad.  Because  of  their  political  nature,  USAID's  programs 
to  promote  democracy  and  governance  must  be  closely  coordinated 
with  the  Department  of  State  in  Washington  and  especially  in  the 
field. 

At  the  same  time,  State  must  recognize  that  it  does  not  possess 
sufficient  staff  or  the  capacity  to  access  appropriate  technical  as- 
sistance on  a  short-term  basis,  or  to  administrate  these  programs 
in  the  field.  Put  simply,  the  best  approach  is  the  country  team  ap- 
proach in  the  field,  supported  by  close  consultation  between  USAID 
and  state  and  home.  Contributions  by  USAIA  also  call  into  this 
configuration. 

Seventh  and  last,  we  must  increase  coordination  with  other  like- 
minded  bilateral  donors  with  the  International  Monetary  Fund  and 
the  World  Bank.  In  terms  of  knowing  what  types  of  technical  as- 
sistance to  provide  and  how  to  provide  it,  the  United  States  is  un- 
questionably the  world  leader  in  this  new  emergent  area  of  foreign 
assistance.  There  are  many  reasons  for  this,  but  it  is  primarily  be- 
cause USAID  maintains  a  strong  field  presence  in  the  countries 
where  we  have  mounted  programs  because  the  Agency  has  been 
willing  to  draw  on  appropriate  expertise  outside  their  own  ranks. 

But  the  United  States,  however,  cannot  do  it  and  should  not  do 
it  all.  We  must  remember  that  democratization  is  a  universal  value 
and  that  our  programs  are  far  more  persuasive  and  less  threaten- 
ing in  countries  making  the  transition  to  democracy  when  they  are 
conducted  in  concert  with  other  donors. 

As  for  coordination  with  the  IMF  and  the  World  Bank,  it  is  es- 
sential that  the  programs  of  structural  adjustment  and  macro- 
economic  conditionality,  not — repeat,  not  be  pursued  without  con- 
sideration of  what  is  occurring  in  the  political  sphere,  both  democ- 
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ratization  and  human  rights  violations.  Indeed,  in  light  of  the  large 
amount  of  quick  dispersing  aid  provided  by  the  IFI's,  it  may  be- 
come necessary  for  the  United  States  and  like-minded  donors  to  tie 
their  subscriptions  to  the  IFI's  to  an  increased  sensitivity  by  these 
organizations  to  the  goals  of  democratization  and  the  protection  of 
human  rights,  especially  if  progress  in  these  fields  can  be  made. 

Without  such  sensitivity,  our  programs  in  support  of  democra- 
tization may  be  undermined  in  some  countries,  while  our  contribu- 
tions to  these  multilateral  agencies  directly  sustain  the  viability  of 
authoritarian  and  corrupt  regimes. 

Thank  you. 

[The  prepared  statement  of  Dr.  Barkan  follows:] 

Prepared  Statement  of  Joel  D.  Barkan  i 

INTRODUCTION 

Thank  you,  Mr.  Chairman.  I  very  much  appreciate  the  opportunity  to  appear  be- 
fore the  Committee  to  discuss  the  exercise  of  building  democracy  as  set  forth  in  Title 
II  of  the  proposed  Peace,  Prosperity  and  Democracy  Act  of  1994.  As  someone  who 
has  spent  a  large  part  of  his  career  studying  civil  society  and  political  institutions 
in  what  are  termed  under  the  Act  as  "Countries  in  Transition,"  and  as  someone  who 
has  just  completed  two  years  advising  USAID  on  how  to  build  democratic  institu- 
tions in  such  countries,  the  perspective  I  can  share  with  you  is  the  perspective  from 
the  field;  that  is  to  say,  what  these  initiatives  will  look  like  and  what  challenges 
must  be  dealt  with  when  USAID  and  its  sister  agencies  seek  to  put  theory  into  prac- 
tice. 

Why  the  United  States  should  assist  the  building  of  democracy  abroad 

Let  me  state  at  the  outset  that  1  believe  that  the  objective  of  building  democracy 
as  outlined  in  Title  II,  is  a  desirable  goal  to  which  the  United  States  can — and  in- 
deed already  has — made  a  significant  contribution.  It  is  a  laudatory  objective  for  at 
least  four  reasons. 

1.  Providing  assistance  to  other  nations  to  facilitate  their  transition  to  or  con- 
solidation of  democracy  is  in  the  national  interest  of  the  United  States,  because 
it  is  a  known  fact  that  democracies — while  they  may  have  profound  dif- 
ferences— rarely  if  ever  go  to  war  with  each  other.  A  more  democratic  world  is 
therefore  a  more  stable,  peaceful  and  prosperous  world. 

2.  Now  that  the  Cold  War  is  over,  the  United  States  is  no  longer  constrained 
by  the  demands  of  that  confiict  to  cooperate  and  otherwise  support  authoritar- 
ian and/or  corrupt  regimes,  and  especially  regimes  that  do  not  respect  human 
rights  and  which  are  not  legitimate  in  the  eyes  of  the  people  they  purport  to 
rule.  As  the  foreign  minister  of  an  African  state  remaiked  to  me  with  a  smile 
roughly  two  years  ago,  "we  no  longer  have  the  kind  of  leverage  over  you  that 
we  once  had." 

3.  Democracy  is  a  universal  value.  While  there  is  an  American  form  of  democ- 
racy, democracy  is  not  an  inherently  American  phenomenon.  Nor  is  democracy 
inherently  Western  although  a  small  number  of  Western  countries  were  the 
first  to  evolve  viable  democratic  systems  at  the  level  of  the  modem  nation  state. 
As  a  result,  when  the  United  States  seeks  to  assist  the  building  of  democracy 
abroad,  it  is  not,  nor  can  it  be,  an  exercise  of  imposing  our  system  on  others, 
but  rather  an  exercise  of  helping  democrats  in  these  countries  to  realize  their 
own  values  and  aspirations. 

4.  Assisting  the  ouilding  of  democracy  abroad  is  both  doable  and  affordable — 
indeed,  the  United  States  nas  already  mounted  imaginative  programs  in  a  num- 
ber of  countries  to  promote  democratic  rule.  We  have,  for  example,  assisted  the 
holding  and  monitoring  of  multiparty  elections,  supported  the  strengthening  of 
civil  society,  strengthened  democratic  institutions  of  the  state  such  as  legisla- 
tures and  judiciary,  improved  the  standards  of  accountability  within  the  bu- 
reaucracy, nurtured  the  development  of  a  free  press,  aided  groups  engaged  in 
the  defense  and  promotion  of  human  rights.  I  could  go  on  an  on. 


1  Professor  of  Political  Science,  and  formerly  (1992-94)  the  Democracy  and  Governance  Advi- 
sor for  East  and  Southern  Africa  for  the  United  States  Agency  for  international  Development. 
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What  types  of  programs  are  most  likely  to  build  democracy? 

What  do  such  programs  imply  for  USAID  and  the  Department  of  State? 

If  one  accepts  the  premise  that  assisting  other  nations  to  build  democracy  is  a 
desirable  component  of  U.S.  foreign  policy,  one  must  then  turn  to  two  operational 
questions  about  how  this  goal  can  oe  effectively  pursued.  First,  what  types  of  assist- 
ance are  likely  to  have  the  greatest  impact?  Second,  what  does  this  imply  for  USAID 
and  the  Department  of  State  (and  also  USIA)  as  they  seek  to  implement  these  pro- 
grams? My  time  is  very  short,  so  permit  me  to  quickly  make  eight  specific  pomts 
on  which  I  would  be  happy  to  expand  during  the  question  period. 

1.  Building  democracy  is  fundamentally  an  exercise  in  institution-buildings 
and  not  the  occurrence  or  non-occurrence  0/  single  events.  The  holding  of  a  single 
multi-party  election,  even  if  free  and  fair,  does  not  a  democracy  make — witness 
the  recent  experience  of  Angola,  Kenya,2  and  most  recently,  Russia.  Rather  it 
is  the  periodic  holding  of  elections  over  maiw  years — the  institutionalization  of 
the  electoral  process — that  establishes  the  foundations  for  an  enduring  demo- 
cratic system.  Likewise  with  the  establishment  of  a  free  press,  or  an  independ- 
ent judiciary,  or  a  viable  party  system,  etc.  The  holding  of  a  single  worKshop 
on  investigative  reporting,  or  the  publication  of  a  single  magazine  which 
thoughtfully  considers  the  affairs  of  a  country,  does  not  guarantee  the  establish- 
ment of  the  desired  institution. 

2.  Because  it  is  a  process  of  institution-building,  the  building  of  democracy 
takes  time.  Countries  do  not  make  successful  transitions  to  democracies  in  one 
year  or  even  five.  They  do  so  over  much  longer  time  spans.  If  the  United  States 
is  to  be  effective  in  assisting  other  countries  in  building  democracy,  we  must  rec- 
ognize this  fact  by  getting  into  the  game  for  the  long-haul — and  staying  in.  This 
also  means,  however,  that  we  must  target  our  interventions  to  support  those 
exercises  which  are  most  promising  for  the  building  of  institutions  over  the  long 
run.  We  must  likewise  know  when  to  refrain  from  providing  support.  For  exam- 
ple, it  may  not  always  be  in  our  interest  or  the  interest  of  the  country  we  wish 
to  support  to  become  engaged  in  a  transitional  election.  Unless  appropriate  pro- 
cedures are  put  in  place  before  the  election,  and  unless  there  is  a  commitment 
to  build  upon  them  afterwards,  supporting  the  event  alone  may  only  legitimize 
a  fraudulent  exercise. 

3.  Because  it  is  an  exercise  in  institution-building,  it  is  essential  that  assist- 
ance provided  by  the  United  States  be  provided  to  local  individuals  and  groups 
who  are  firmly  committed  to  advancing  the  process  of  democratization  over  the 
long  term.  In  the  final  analysis,  democracy  will  be  built  by  the  people  of  the 
countries  making  the  transition  to  democracy,  and  not  by  outsiders.  Assistance 
cannot  be  provided  unilaterally,  but  rather  via  committed  partners  who  seek 
our  support.  To  be  effective,  our  role  must  be  one  of  facilitator,  not  initiator. 
This  invariably  means  that  not  all  types  of  assistance  can  be  provided  in  all 
countries  where  USAID  will  mount  DO  programs.  Hard  choices  will  have  to  be 
made.  All  programs  will  not  look  alike  or  unfold  in  lockstep. 

4.  Compared  to  conventional  forms  of  foreign  assistance,  interventions  to  sup- 
port the  building  of  democracy  need  not  be  expensive.  For  example,  in  a  typical 
African  country,  any  program  that  costs  more  than  two  to  three  million  dollars 
per  year  is  probably  too  expensive.  This  is  because  the  required  forms  of  assist- 
ance— small  to  medium  size  grants  (e.g.  $15,000  to  $250,000)  to  local  organiza- 
tions, and  various  forms  of  technical  services — are  relatively  cheap.  Indeed  too 
much  support — financial  or  technical — can  sap  local  initiative  ana  thus  inhibit 
the  institution-building  process.  On  the  other  hand,  these  programs  require  a 
constant  or  near  constant  field  presence  of  appropriately  trained  and  experienced 
staff.  Both  technical  assistance  and  financial  support  in  this  area  is  most  effec- 
tive when  it  is  provided  in  small  and  non-repetitive  packages  which  are  oflen 
unique  for  each  recipient  group  and  which  vary  over  time.  Targeting  the  appro- 
priate type  of  support  to  an  appropriate  recipient  requires  a  constant  monitor- 
ing of  the  local  situation,  i.e.  a  detailed  knowledge  of  the  local  political  milieu, 
personal  contact  with  the  leaders  of  local  non-governmental  organizations  in- 
volved in  democracy-building  work,  contact  with  other  bilateral  donors,  and  last 
but  not  least,  the  confidence  of  the  American  ambassador  and  the  director  of 
the  country  mission  of  USAID. 

5.  If  the  United  States  is  to  be  effective  in  this  field,  the  implementing  agen- 
cies, particularly  USAID,  must  have  the  flexibility  to  be  able  to  provide  appro- 
priate support  on  a  timely  basis.  Congressional  restrictions  which  prevent  the 


2 For  an  elaboration  of  the  Kenya  case  see  my  article  "Kenya:  Lessons  from  a  Flawed  Elec- 
tion,' The  Journal  of  Democracy,  4,  3  (July,  1993),  pp.  85-99. 
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Agency  from  providing  such  support — for  example,  restrictions  on  providing  as- 
sistance to  particular  countries,  the  Brooke  amendment,  or  restrictions  on  par- 
ticular activities  such  as  the  training  of  police  and  armed  forces — often  make 
it  impossible  to  provide  appropriate  assistance  when  it  is  needed.  We  cannot, 
for  example,  presently  provide  support  to  an  emergent  public  policy  research 
center  in  Kenya  or  training  for  the  members  of  that  countrj^'s  legislature  be- 
cause of  Brooke.  I  therefore  strongly  endorse  sections  7106  and  7107  of  the  pro- 
posed Act  which  exempt  assistance  to  NGOs  and  training  activities  from  various 
prohibitions.  Much  of  what  we  provide  in  technical  assistance  to  build  democ- 
racy is  in  the  form  of  training,  and  most  local  recipients  of  this  training  as  well 
as  financial  support  are  local  NGOs.  For  example,  USAID  has  provided  training 
to  journalists,  held  workshops  for  political  parties,  and  made  grants  to  local 
human  rights  and  legal  assistance  associations.  Passage  of  these  sections  of  the 
Act  will  therefore  go  a  long  way  in  providing  USAID  with  the  authority  it  needs 
to  get  on  with  the  job. 

6.  Overly  restrictive  procedures  for  the  procurement  of  technical  services  by 
USAID  must  be  loosened  if  not  eliminated  in  order  to  insure  that  appropriate 
technical  support  by  private  contractors  is  provided  in  a  timely  manner.  While 
I  am  not  suggesting  that  competitive  bidding  be  eliminated,  the  process  must 
be  streamlined  so  tnat  the  time  between  the  decision  to  provide  a  particular 
form  of  assistance  and  the  actual  provision  of  the  assistance  is  shortened.  The 
same  is  true  for  the  procedures  which  currently  regulate  the  provision  and  ad- 
ministration of  small  grants  to  local  non-governmental  organizations.  In  this  re- 


gard, our  procedures  arc  often  so  complicated  and  time-consuming  that  some 
NGOs  which  are  most  effective  in  promoting  democracy  prefer  to  approach 
other  donors  rather  than  deal  with  tne  U.S.  To  be  specific,  groups  in  need  of 


assistance  often  approach  the  Scandinavian  countries,  and  the  German  party 
foundations  before  the  U.S.  because  they  are  perceived  as  more  "user  friendly 
donors. 

7.  It  must  be  recognized  that  different  U.S.  Agencies  have  different  and  com- 
plementary roles  to  play  in  the  building  of  democracy  abroad.  Because  of  their 
political  nature,  USAID  programs  to  promote  democracy  and  governance  must 
be  closely  coordinated  with  the  Department  of  State,  both  in  Washington  and 
especially  in  the  field.  At  the  same  time.  State  must  recognize  that  it  does  not 
possess  sufficient  field  staff,  or  the  capacity  to  access  appropriate  technical  as- 
sistance on  a  short-term  basis,  or  the  capacity  to  administer  grants  to  local  gov- 
ernmental and  non -governmental  organizations  seeking  to  advance  the  transi- 
tion to  democracy  in  their  respective  countries.  Put  simply,  the  best  approach 
is  "a  country  team"  approach  in  the  field  supported  by  close  consultation  be- 
tween USAID  and  State  at  home.  The  contrioutions  to  be  made  by  USIA  to- 
wards building  democracy  must  also  be  brought  into  the  loop.  For  example,  a 
study  tour  to  the  US  organized  by  USIA  for  a  group  of  public  interest  lawyers 
or  legislators  should  be  coordinated  with  the  embassy  and  AID  mission  to  in- 
sure maximum  impact  on  the  participants.  At  the  same  time,  USAID  must  be 
able  to  quickly  move  funds  to  its  sister  agency  when  it  is  clear  that  USIA  can 
provide  a  service  better  than  USAID  itselfor  when  it  would  take  months  to  line 
up  a  private  contractor  (e.g.  the  purchase  of  books  for  the  library  of  the  Attor- 
ney-Gieneral's  Office  in  Tanzania). 

8.  Last,  but  not  least,  we  must  increase  coordination  with  other  like-minded 
bilateral  donors,  and  with  the  International  Monetary  Found  and  the  World 
Bank.  In  terms  of  knowing  what  types  of  technical  assistance  to  provide  and 
how  to  provide  it,  the  United  States  is  unquestionably  the  world  leader  in  this 
emergent  new  area  of  foreign  assistance.  There  are  many  reasons  for  this,  but 
it  is  primarily  because  USAID  maintains  a  strong  field  presence  in  the  coun- 
tries where  we  have  mounted  programs,  and  because  the  Agency  has  been  will- 
ing and  able  to  draw  on  appropriate  expertise  outside  of  its  own  ranks.  The 
United  States,  however,  cannot  and  should  not  do  it  all.  We  must  remember 
that  democratization  is  a  universal  value  and  that  our  programs  are  both  far 
more  persuasive  and  less  threatening  in  countries  making  the  transition  to  de- 
mocracy when  they  are  conducted  in  concert,  and  even  on  a  joint  basis  via  par- 
allel programs  mounted  by  other  donors.  Authoritarian  regimes  which  seek  to 
drag  their  feet  on  liberalizing  their  systems  find  it  much  more  difficult  to  do 
so  when  confronted  by  a  united  front  of  like-minded  donors.^  For  the  same  rea- 


3  In  terms  of  expenditures  and  personnel,  the  other  principial  players  in  mounting  programs 
to  support  democratization  are  Canada,  Denmark,  Germany  (via  the  foundations  of  the  four 
major  political  parties),  the  Netherlands,  Norway,  and  Sweden.  The  United  Kingdom  also  sup- 
ports democratization  programs,  but  at  a  much  lower  level.  The  Ford  foundation  is  also  very 
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son,  citizens  in  these  countries  who  seek  donor  help  to  support  democratization 
initiatives,  enjoy  a  greater  degree  of  political  cover  when  more  than  one  donor 
supports  their  programs.  Coordination  is  also  desirable  because  it  shares  the 
cost  of  these  programs,  and  because  a  greater  sharing  of  information  is  needed 
to  improve  the  quality  of  assistance  in  what  is  still  an  infant  field.  Coordination 
is  most  effective  when  it  occurs  in  the  field;  that  is  to  say,  between  the  relevant 
staff  of  like-minded  missions.  Such  coordination,  however,  should  be  com- 
plemented by  greater  coordination  between  headquarters  if  for  no  other  reason 
than  it  will  rapidly  enhance  the  institutional  memory  of  a  diverse  number  of 
agencies  arouna  the  world  which  now  seek  to  build  democratic  institutions. 

As  for  coordination  with  the  IMF  and  the  World  Bank,  it  is  essential  that  pro- 
grams of  structural  adjustment  and  macro-economic  conditionality  not  be  pursued 
without  consideration  for  what  is  occurring  in  the  political  sphere.  Indeed,  in  light 
of  the  large  amounts  of  quick-disbursing  aid  provided  by  the  IFIs,  it  may  become 
necessary  for  the  United  States  and  like-minded  donors  to  tie  their  subscriptions  to 
the  IFIs  to  an  increased  sensitivity  by  these  organizations  to  the  goals  of  democra- 
tization and  especially  improved  governance  and  a  respect  for  human  rights.  Put 
differently,  the  IFIs  must  join  the  principal  bilateral-lateral  donors  in  recognizing 
the  positive  relationship  between  economic  and  political  reform.  Without  such  sen- 
sitivity, our  programs  in  support  of  democratization  may  be  undermined  in  some 
countries  while  our  contributions  to  these  multilateral  agencies  may  indirectly  sus- 
tain the  viability  of  authoritarian  and  corrupt  regimes. 

CONCLUSION 

Finally  a  word  about  accountability  and  measuring  results.  If  USAID,  via  the  pro- 
posed legislation,  is  given  the  Hexibility  it  needs  to  mount  DO  programs  in  a  timely 
and  effective  manner,  what  measures  can  be  employed  to  determine  whether  the 
American  taxpayer  obtains  appropriate  results  for  nis/her  money?  First,  as  set  forth 
in  the  legislation,  USAID  docs  not  intend  to  provide  assistance  to  partners  which 
are  not  committed  to  democratic  reform.  Second,  and  given  the  inherently  long-term 
nature  of  the  exercise,  I  urge  that  results  be  measured  on  an  aggregate  basis  and 
after  appropriate  intervals  in  time.  The  test  of  the  program,  therefore,  should  not 
be  whether  there  has  been  substantial  progress  in  one  or  another  particular  coun- 
try, but  rather  whether  in  the  aggregate,  more  nations  have  made  significant 
progress  towards  building  democratic  institutions  at  intervals  of  not  less  than  eveiy 
four  to  five  years.  We  must  expect  that  in  some  years  there  will  be  setbacks  in  this 
process.  The  bottom  line  should  be  whether  the  general  trend  is  up  especially  in 
those  countries  where  USAID  provides  assistance.  For  some,  such  methods  of  meas- 
urement may  be  too  broad  and  the  time-frame  too  long.  In  the  history  of  nations, 
however,  such  a  time  frame  is  both  realistic  and  relatively  short.  We  need  only  ex- 
amine the  evolution  of  our  own  and  other  established  democracies  to  confirm  that 
the  process  of  building  democracy  is  not  one  that  occurs  overnight. 

Senator  Sarbanes.  Thank  you  very  much,  sir.  Mr.  Inglee. 

STATEMENT  OF  WILLIAM  INGLEE,  EXECUTIVE  DIRECTOR,  THE 
HOUSE  WEDNESDAY  GROUP,  U.S.  HOUSE  OF  REPRESENTA- 
TIVES 

Mr.  Inglee.  Thank  you  very  much,  Mr.  Chairman,  and  members 
of  the  committee  for  inviting  me  here  today  to  talk  about  the  secu- 
rity assistance  provisions  of  the  administration's  foreign  aid  pro- 
posals. 

Before  proceeding  I  would  like  to  also  emphasize  that  the  views 
that  I  will  speaking  to  today  represent  my  own  personal  views  and 
not  the  views  of  the  House  Wednesday  Group  for  whom  I  work. 

Senator  Sarbanes.  You  are  the  Executive  Director,  though,  of 
the  House  Wednesday  Group,  right? 

Mr.  Inglee.  Yes.  Like  most  members  of  the  committee,  I  agree 
with  the  administration's  proposition  that  the  Foreign  Assistance 
Act  of  1961   has  been   rendered  largely  obsolete  by  the  historic 


active  in  8upp>orling  the  development  of  democratic  institutions,  but  mainly  in  the  area  of 
human  rights. 
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events  of  the  past  5  years.  In  this  regard,  I  think  the  administra- 
tion has  responded  to  initiatives  that  this  committee  and  the  House 
Foreign  Affairs  Committee  undertook  in  the  late  1980's  and  early 
1990's  to  really  rethink  and  reevaluate  our  policies  in  light  of  these 
very  important  developments. 

In  many  respects  the  security  assistance  provisions  of  the  For- 
eign Assistance  Act  were  the  most  affected  by  recent  historical  de- 
velopments. They  were  also  perhaps  hardest  hit  by  many  of  the 
concerns  that  were  enunciated  in  the  late  1980's  by  both  this  com- 
mittee and  the  House  Foreign  Affairs  Committee  in  the  areas  of 
micromanagement,  voluminous  legislative  language,  conflicting  de- 
tailed requirements  for  agencies  and  their  undertaking  of  legisla- 
tive responsibilities,  as  well  as  many  of  the  provisions  which  were 
clearly  obsolete  in  light  of  recent  developments. 

While  none  of  the  legislative  provisions  put  forward  at  that  time 
by  the  Committee  on  Foreign  Relations  or  the  Committee  on  For- 
eign Affairs  became  law,  they  did  nonetheless  form  a  very  impor- 
tant institutional  inheritance  for  the  new,  incoming  Clinton  admin- 
istration. 

I  think  on  the  positive  side  the  security  assistance  account  re- 
draft really  does  eliminate  virtually  all  of  the  language  that  most 
of  you  and  your  staff  identified  as  being  impediments  to  good  policy 
in  the  late  1980's  period  and  the  early  1990's. 

The  one  problem  that  is  very  clear  in  the  security  assistance  pro- 
visions of  the  administration's  proposal,  which  I  think  is  reflected 
in  other  parts  of  the  bill  judging  firom  the  comments  made  by  other 
individuals  on  the  panel,  is  that  the  new  language  is  very,  very 
vague.  In  many  cases  it  does  not  have  identifiable  objectives.  The 
policy  integration  is  almost  nonexistent.  It  is  very  hard  to  deter- 
mine what  they  are  replacing  old  policy  with. 

And  so  I  think  for  the  committee,  perhaps  this  will  be  your  most 
important  challenge.  How  you  assist  the  administration  in  really 
defining  a  cogent,  well-defined  security  assistance  policy.  One  that 
makes  sense  in  light  of  new  post-cold  environment  and  that  is  dif- 
ferent from  the  old  policy,  because  the  challenges  are  different,  but 
nonetheless  complements  the  other  important  economic  assistance 
and  democratic  initiative  components  of  this  bill  so  as  to  make  the 
whole  package  work  and  work  well. 

The  architecture  is  there.  Title  III  has  the  four  principal  compo- 
nents that  really  represent  the  new  challenges — peacekeeping,  non- 
proliferation,  regional  security,  and  international  terrorism  and 
narcotics.  The  difficulty  is  that  in  outlining  their  policy  formula- 
tions for  you,  the  entire  title  III  think  takes  up  only  about  20  pages 
of  your  277  page  bill. 

For  example,  counterproliferation  which  is  the  high  point  of  the 
administration's  foreign  policy  effort  as  well  as  one  of  the  greatest 
challenges  for  the  future  as  professed  by  the  President  himself,  has 
been  the  subject  of  an  extensive  interagency  review. 

Yet  the  policy  language  in  title  III  occupies  about  three-quarters 
of  a  page,  just  three  short  paragraphs,  and  it  is  really  very  unclear 
what  tney  mean  and  what  they  say  in  this  particular  area.  This 
vague  language  would  make  it  very  hard  for  you  to  do  what  I  think 
you  are  looking  at  as  one  of  your  major  objectives  of  this  exercise, 
and  that  is  to  exercise  effective  oversight  over  executive  branch  pol- 
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icy.  Clearly  the  legislative  branch  should  give  the  executive  branch 
the  flexibility  to  undertake  policy  initiatives  and  then  exercise  ef- 
fective oversight  over  what  they  do. 

I  think  in  this  area  title  III  is  rather  short  on  specifics  and  it  will 
make  it  very  difficult  for  you  to  really  review  carefully  the  activi- 
ties taken  in  this  particular  chapter. 

I  think  there  is  a  similar  problem  in  chapter  3  which  deals  with 
regional  security  assistance.  1  think  we  all  recognize  that  the  envi- 
ronment has  changed.  It  is  no  longer  simply  a  question  of  dollars. 
But  that  is  really  not  what  we  should  be  discussing  in  this  bill — 
is  how  much  to  spend  on  these  programs. 

What  is  important  is  attempting  to  identify  what  the  new  pro- 
gram will  be.  What  type  of  security  assistance  program  will  help 
facilitate  economic  growth,  peaceful  development,  and  democratic 
institution  building,  and  all  of  the  other  components  of  this  bill. 
Chapter  3  really  does  not  provide  that  kind  of  guidance  for  you. 

Once  again,  I  think  it  would  be  well  worth  your  while  to  have 
your  staffthoroughly  rework  this  section  in  light  of  these  new  chal- 
lenges, not  trying  to  resurface  or  protect  old  cold  war  shibboleths, 
but  really  trying  to  take  advantage  of  the  bipartisan  agreement 
that  exists  on  the  nature  of  the  future  threat,  whether  it  be  in 
counterproliferation  or  regional  insecurities,  and  develop  assistance 
programs  that  really  do  help  countries  defend  themselves  and  pro- 
tect us  from  having  to  come  to  their  rescue  when  they  are  unable 
to  do  so. 

Overall,  I  think  the  major  policy  considerations  are  clearly  within 
your  domain,  but  I  would  offer  the  following  four  or  five  observa- 
tions or  things  that  would  be  useful  to  consider  in  light  of  review- 
ing title  III. 

One,  I  think  it  is  very  important  to  develop  a  reasonable  criteria 
for  providing  foreign  security  assistance.  The  objectives,  the  cri- 
teria, the  tools — they  need  to  be  drawn  out  clearly  in  the  legislative 
language  so  that  as  you  exercise  oversight  over  this  process  you 
have  something  to  measure  against. 

I  know  in  one  of  the  miscellaneous  sections  of  the  bill  there  is 
a  report  required  for  title  III  chapter  1  peacekeeping.  It  refers  to 
the  President  reporting  on  how  successfully  this  program  meets  the 
objectives  of  chapter  1,  of  the  peacekeeping  chapter.  There  are  no 
objectives  in  chapter  1. 

It  is  difficult  to  draft  very  complex  legislation  like  this,  and  I 
think  what  you  have  to  make  sure  is  that  it  is  carefully  integrated 
and  it  all  makes  sense.  I  think  this  is  where  there  still  needs  to 
be  a  fair  amount  of  work  done. 

I  believe  it  is  also  important  to  remember  that  in  present  world 
emerging  democracies  will  also  need  capable  military  forces  of  their 
own,  sized  to  meet  possible  aggression.  They  must  be  small  but 
nonetheless  capable,  or  we  will  ultimately  be  asked  to  bear  the 
final  responsibility.  Our  program  should  be  designed  to  assist  the 
development  or  such  a  capability. 

It  is  also  very  important  to  recognize  in  this  new  environment 
that  peacekeeping,  which  is  talked  about  in  largely  a  rhetorical 
sense  in  the  title,  also  requires  capable  forces.  As  you  know  from 
your  own  review  of  activities,  whether  it  is  in  a  Somalia  or  a 
Bosnia,  it  is  not  enough  to  have  a  political  commitment  to  send 
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forces  to  a  region.  It  is  also  extremely  important  that  forces,  once 
they  are  there,  are  militarily  capable  of  undertaking  the  peacekeep- 
ing function  they  have  been  given. 

If  they  are  unable  to  do  that,  then  it  can  be  a  political  disaster 
as  well  as  a  military  disaster.  It  also  can  mean  that  we  will  be 
asked  to  come  in  to  rescue  beleaguered  peacekeeping  forces.  There 
is  a  tremendous  military  element  to  the  new  peacekeeping  world 
that  has  to  also  be  borne  in  mind  as  you  devise  your  new  security 
assistance  program. 

I  also  think  that  the  East  European  countries  deserve  special  at- 
tention. They  have  asked  for  NATO  membership.  We  have  in  es- 
sence given  them  a  Partnership  for  Peace  Program  that  leads  them 
in  that  direction.  They  will  need  to  evolve  in  terms  of  their  own 
military  forces.  There  is  a  g^eat  deal  of  uncertainty  in  the  region, 
and  this  should  also  be  factored  into  your  calculation. 

Finally,  the  nonproliferation  sections  are  very,  very  vague,  and 
I  think  there  is  really  no  reason  for  this.  We  know  that  the  admin- 
istration has  worked  very  hard  in  this  area.  The  Congress  has 
worked  very  hard  in  this  area.  There  is  a  strong  bipartisan  commit- 
ment to  do  meaningful  things  in  the  nonproliferation  area.  This  bill 
would  certainly  seem  to  be  the  place  to  start  pulling  together  a 
Clinton  architecture  on  nonproliferation  that  really  has  strong  bi- 
partisan support  and  is  really  designed  to  work. 

So  in  closing  I  would  just  like  to  point  out  that  the  administra- 
tion deserves  a  great  deal  of  credit  for  having  taken  the  inheritance 
which  you  left  in  the  area  of  foreign  aid  review.  They  have  elimi- 
nated the  problematic  parts  of  the  old  bill.  They  have  made  an  at- 
tempt to  begin  the  process  of  formulating  a  new  policy.  I  think  in 
this  area  you  need  to  give  them  strong  assistance.  Therefore,  I 
think  the  committee's  deliberation  on  this  bill  will  be  very  impor- 
tant. 

And  I  would  like  to  close  my  remarks  once  again  thanking  the 
committee  for  inviting  me  here.  I  had  many  worthwhile  opportuni- 
ties in  conference  with  your  staff  and  very  much  appreciated  my 
time  on  the  Foreign  Affairs  Committee  and  was  very  honored  to  be 
asked  to  testify  before  this  subcommittee  of  the  Senate. 

[The  prepared  statement  of  Mr.  Inglee  follows:] 

Prepared  Statement  of  Mr.  Inglee 

Mr.  Chairman,  Members  of  the  Committee  on  Foreign  Relations:  Thank  you  very 
much  for  inviting  me  to  appear  before  you  today  to  discuss  the  security  assistance 
and  non-proliferation  elements  of  the  Administration's  proposed  "Peace,  Prosperity, 
and  Democracy  Act  of  1994"  (HR  3765).  I  would  also  like  to  emphasize  that  I  believe 
the  Senate's  consideration  of  this  important  Administration  proposal  is  crucial.  If 
the  United  States  is  to  fashion  a  genuinely  bipartisan  foreign  policy,  one  which  will 
effectively  meet  the  economic  and  military  challenges  of  the  next  century,  the  Con- 
gress' active  role  in  this  policy  formulation  process  will  be  essential  to  its  success. 

Before  proceeding  further,  I  would  like  to  emphasize  that  the  views  I  will  be  ex- 
pressing today  are  my  own,  and  do  not  necessarily  represent  the  views  of  the  House 
Wednesday  Group  or  its  Members  for  whom  I  work.  I  would  also  like  to  add  that 
while  I  do  not  agree  with  all  the  elements  of  the  Administration's  proposal  and  I 
will  in  fact  be  critical  of  numerous  aspects  of  their  overall  approach  to  security  as- 
sistance, I  intend  to  offer  my  criticisms  in  a  constructive  manner,  suggesting  alter- 
native ideas  wherever  possible.  This  is  very  much  in  keeping  with  the  Wednesday 
Group's  long  tradition  of  pursuing  positive  policy  ideas  which  protect  and  support 
the  interests  and  needs  of  the  American  people. 
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COMMON  STARTING  POINT 


Like  most  members  of  the  Committee,  I  agree  with  the  Administration's  propo- 
sition that  the  Foreign  Assistance  Act  of  1961  has  been  rendered  largely  obsolete 
by  the  historic  events  of  the  past  five  years,  particularly  the  collapse  ofcommunism 
in  the  former  Soviet  Union.  In  this  regard,  the  Administration  has  adopted  a  bipar- 
tisan theme  begun  in  the  late  1980's  when  senior  Democratic  and  Republican  mem- 
bers of  this  committee  and  the  Committee  on  Foreign  Affairs  in  the  House  of  Rep- 
resentatives determined  that  a  major  rewrite  of  our  nation's  principal  foreign  aid 
legislation  was  long  overdue.  In  the  House  of  Representatives  this  consensus  was 
based  largely  upon  the  following  common  assumptions: 

— the  size  and  complexity  of  the  Foreign  Assistance  Act  of  1961  greatly  neutral- 
ized its  effectiveness  as  a  tool  for  meaningful  and  reasonable  congressional  over- 
sight and  direction  of  our  nation's  foreign  aid  process; 
— policy  language  in  the  bill  had  become  so  voluminous  and  at  times  contradictory 
that  the  bill  itself  no  longer  represented  a  coherent,  internally  logical  exposition 
of  U.S.  foreign  policy; 
— the  detailed  legislative  direction  provided  to  certain  programs  was  in  fact  so 
burdensome  that  in  many  cases  it  seriously  impeded  the  effective  and  innova- 
tive management  of  those  programs; 
— the  detailed  legislative  direction  provided  to  certain  key  areas  of  U.S.  policy, 
whether  it  be  through  use  of  specific  statutory  policy  language  or  the  practice 
of  earmarking,  constituted  an  unacceptable  and  often  counterproductive  level  of 
congressional  "micro-management";  and, 
— many  portions  of  the  Act  were  clearly  olssolete,  with  the  remaining  elements  in- 
creasingly inadequate  to  meet  the  challenges  of  the  rapidly  changing  world  of 
the  late  1980's. 
While  not  everyone  in  the  Congress,  the  executive  branch,  or  the  private  sector 
agreed  with  all  of  these  concerns,  these  basic  assumptions  did  nonetheless  combine 
to  make  a  compelling  argument  for  change,  one  that  the  Congress  and  the  Bush  Ad- 
ministration attempted  to  respond  to  through  a  series  of  foreign  aid  bill  rewrites  in 
the  late  1980's  and  early  1990's.  While  none  of  these  measures  were  enacted  into 
law,  the  basic  assumptions  upon  which  they  were  promulgated  did  form  a  valuable 
inheritance  for  the  incoming  Clinton  administration. 

In  this  regard,  the  Administration  and  the  Congress  are  to  be  applauded  for  the 
initial  efforts  embodied  in  HR  3765,  the  "Peace,  Prosperity,  and  Democracy  Act  of 
1994".  This  bill  as  draRcd  significantly  reduces  onerous  legislative  language  deletes 
obsolete  provisions,  establishes  more  uniform  waiver  authorities,  decreases  the  num- 
ber of  earmarks,  lessens  policy  and  programmatic  "micro-management",  and  begins 
the  necessary  process  of  updating  U.S.  foreign  aid  policy  in  the  post  Cold  War  era. 
However,  I  believe  that  on  this  last  and  perhaps  most  important  point  the  Adminis- 
tration's proposals  are  disturbingly  inadequate  in  the  area  of  security  assistance. 

SECURITY  ASSISTANCE  AND  ITS  REIJ>lTIONSHIP  TO  THE  PROMOTION  OF  PEACE, 

PROSPERITY,  AND  DEMOCRACY 

Title  III  of  HR  3765,  entitled  "Promoting  Peace",  appears  to  be  the  Administra- 
tion's attempt  to  reformulate  the  key  tenets  and  long-term  rationale  for  traditional 
security  assistance  in  a  manner  that  will  respond  to  the  new  security  challenges  of 
the  coming  21st  century.  Unfortunately,  a  careful  reading  of  this  rather  short  Title 
suggests  that  when  it  comes  to  key  security  issues  like  non-proliferation  or  regional 
peace,  security  and  defense  cooperation,  the  Administration's  proposed  policy  state- 
ments in  these  critical  foreign  policy  areas  are  at  best  anemic,  vaguely  formulated, 
and  more  suitable  as  "Whereas  clauses"  than  cogent  policy  statements  on  such  criti- 
cal national  security  issues. 

Title  III  is  divided  into  four  different  Chapters:  Chapter  1  dealing  with  Peace- 
keeping, Chapter  2  dealing  with  Non-proliferation,  Chapter  3  dealing  with  Regional 
Peace  ^curity  and  Defense  Cooperation,  and  Chapter  4  dealing  with  International 
Narcotics,  "Terrorism  and  Crime  Prevention.  Of  the  over  277  pages  of  the  Adminis- 
tration's proposal,  this  very  important  policy  Title,  which  one  would  expect  to  con- 
tain the  policy  foundations  for  its  four  critical  security  Chapters,  comprises  a  mere 
20  pages.  Section  3201,  "Statement  of  Policy",  of  Chapter  4  (Non-proliferation)  de- 
votes only  three-quarters  of  a  page  to  explaining  the  Administration's  foreign  policy 
on  what  the  President  himself  has  cited  as  one  of  the  most  important  foreign  policy 
challenges  for  his  Administration — proliferation. 

At  the  same  time,  Chapter  3  which  is  devoted  to  Regional  Peace,  Security  and 
Defense  Cooperation  comprises  just  a  little  over  two  pages  of  double  spaced  text.  I 
do  not  want  to  confuse  quantity  with  quality,  but  the  Statement  of  Policy  Sections 
of  these  two  Chapters  clearly  do  not  constitute  a  cogent,  well-thought  out  and  con- 
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vincing  U.S.  policy  in  these  two  extremely  important  security  areas.  Furthermore, 
the  weakness  of  Title  Ill's  policy  language  is  compounded  by  the  absence  of  any 
clearly  delineated  program  of  policy  implementation  for  these  critical  areas.  While 
these  Chapters  include  Sections  dealing  with  the  "Provisions  of  Assistance",  they 
are  only  notional  lists  of  what  the  Administration  may  provide  in  terms  of  assist- 
ance, as  opposed  to  outlining  a  detailed  program  of  activities  which  is  truly  "result- 
oriented". 

As  a  result  of  the  weakness  of  this  Chapter,  the  Administration  has  failed  to 
clearly  validate  one  of  the  provisions  of  the  Foreign  Assistance  Act  of  1961  which 
still  remains  relevant  today,  namely  "the  principle  of  effective  self-help  and  mutual 
aid".  Equally  disturbing,  the  Administration  also  fails  to  achieve  one  oi  the  most  im- 

f)ortant  goals  of  Congress'  bipartisan  efforts  to  streamline  our  nation's  foreign  aid 
egislation,   which   was  to   develop  a  convincing,  clearly  articulated  foreign   policy 
which  would  enjoy  the  support  of  a  large  segment  of  the  American  public. 

OBSERVATIONS  AND  RECOMMENDATIONS 

Mr.  Chairman,  I  believe  the  Foreign  Relations  Committee  is  in  the  position  to 
greatly  assist  the  Administration  in  strengthening  the  security  assistance  provisions 
of  this  draft  bill.  Because  I  know  the  Committee  is  well-positioned  to  deal  with  the 
broad  policy  questions  in  Title  III,  I  will  simply  offer  the  following  observations  and 
recommendations  on  some  policy  options  the  Committee  could  consider  when  it  re- 
views and  marks  up  Title  III. 

Develop  a  Reasonable  Criteria  for  Providing  Security  Assistance  for  Those  Coun- 
tries With  Legitimate  and  Identifiable  Needs. — Democratic  and  Republican  Senators 
alike  recognize  that  many  of  the  challenges  of  the  Cold  War  period  have  now  dis- 
appeared. At  the  same  time,  they  also  agree  that  certain  threats  still  remain, 
wnether  it  is  in  the  area  of  weapons  of  mass  destruction  or  from  pariah  states  like 
Iraq,  North  Korea  or  Thibya.  It  is  not  necessary  for  the  discussion  of  this  bill  to 
dwell  simply  on  dollar  amounts  for  security  assistance.  It  is  more  important  that 
the  Committee  ensure  that  this  bill  establish  the  objectives,  criteria,  tools  and  long- 
term  goals  of  a  security  assistance  program  which  is  genuinely  responsive  to  the 
threats  and  challenges  of  the  post  Cold  War  era. 

Remember  That  Emerging  Democracies  Need  Capable  Armed  Forces  Just  Like  We 
Do. — Properly  implemented  and  targeted  security  assistance  in  the  form  of  military 
hardware  and  comprehensive  training  can  be  an  extremely  important  tool  com- 
plementing U.S.  diplomacy  and  U.S.  sponsored  democratic  institution  building  in 
nations  struggling  to  overcome  regional  tensions  and  economic  underdevelopment. 
Professional  militaries,  sized  to  meet  regional  military  threats,  benefiting  from  the 
civic  education  programs  found  in  other  parts  of  the  Administration's  bill,  can  be 
an  important  stabilizing  element  ensuring  a  nation's  peace  and  prosperity. 

Peacekeeping  Forces,  Whether  They  Include  U.S.  Forces  or  Not,  Must  Be  Capable 
of  Carrying  Out  Their  Mission. — An  important  prereauisite  for  successful  peacekeep- 
ing operations  in  the  future,  particularly  for  those  wnich  do  not  include  U.S.  forces, 
will  be  that  contributing  nations  have  capable,  well-trained  and  well-equipped 
peacekeeping  units.  As  the  United  States  attempts  to  more  equally  share  respon- 
sibility for  peacekeeping  operations  with  other  nations,  ensuring  that  units  from 
other  nations  are  equipped  to  capable  of  executing  difficult  peacekeeping  missions 
without  U.S.  participation  will  be  quite  important.  It  is  also  likely  to  decrease  the 
demand  for  U.S.  involvement  in  peacekeeping  activities  in  the  future.  Furthermore, 
equipment  rationalization,  standardization  and  interoperability  are  all  critical  com- 
ponents of  any  successful  military  operation,  peacekeeping  or  otherwise. 

The  East  European  Democracies  Deserve  Special  Attention. — Given  the  importance 
placed  by  the  Administration  on  the  successful  evolution  of  the  East  European  coun- 
tries toward  sustainable  democracy,  combined  with  their  strong  interest  in  NATO 
membership  and  active  involvement  in  the  Partnership  for  Peace  Program  (PFP), 
there  is  a  strong  argument  to  be  made  that  the  transition  from  Soviet  made  equip- 
ment to  NATO  compatible  equipment  should  be  begun  in  the  near  future  and  that 
is  consistent  with  and  will  support  their  participation  in  PFP  training  activities. 

Non- Proliferation  Activities  Are  An  Important  New  Element  in  the  Foreign  Assist- 
ance Equation. — The  Administration  is  correct  in  identifying  non-proliferation  as  an 
important  new  element  of  U.S.  aid  policy.  However,  the  Non-Proliferation  Chapter 
of  Title  III  is  an  empty  policy  shell  which  does  not  provide  the  Congress  or  the 
American  people  with  a  clearly  articulated  idea  of  how  the  Administration  intends 
to  integrate  this  new  functional  requirement  into  the  U.S.  aid  program.  The  arduous 
Presidential  Review  process  on  Proliferation  has  reportedly  been  completed  but  to 
date  its  application  to  Clinton  foreign  policy  has  been  little  more  than  rhetorical. 
Clearly  the  Administration  is  justifiably  occupied  by  such  major  proliferation  prob- 
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lems  as  North  Korea,  but  that  is  not  an  excuse  for  faiUng  to  begin  the  process  of 
integrating  the  essential  architecture  of  CHnton  counter-proliferation  policy  into  all 
aspects  of  U.S.  foreign  policy.  HR  3765  would  be  an  excellent  place  to  start. 

CLOSING  REMARKS 

To  conclude  Mr.  Chairman,  I  would  like  to  ofTer  the  following  observations.  I  be- 
lieve that  the  Administration's  proposals  as  embodied  in  the  "Peace,  Prosperity,  and 
Democracy  Act  of  1994"  are  a  welcome  attempt  to  reformulate  the  active  instru- 
ments of  U.S.  foreign  policy  in  a  way  that  makes  them  relevant  and  efficient  in 
meeting  new  challenges.  In  doing  so,  the  Administration's  proposals  are  appro- 
priately multi-pronged.  The  Administration  is  very  attentive  to  the  economic  front, 
emphasizing  sustainable  development  (Title  I)  and  trade  (Title  V).  Furthermore, 
Title  II,  Promoting  Democracy,  lays  out  a  strategy  for  democratic  institution  build- 
ing that  is  likely  to  enjoy  strong  bipartisan  support.  In  emphasizing  these  three  fac- 
tors, the  Administration  is  clearly  trying  to  develop  a  policy  which  will  foster  an 
"environment"  in  which  nations  can  prosper  in  peace  and  in  which  democracy  will 
flourish.  The  weakness  of  Title  III  is  therefore  very  worrisome.  For  the  security  con- 
cerns of  individual  nations  are  also  important  "environmental"  factors — factors 
which  are  likely  to  strongly  influence  the  success  or  failure  of  the  other  elements 
of  the  Administration's  plan. 

Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  Thank  you  very  much.  This  has  been  a  very 
helpful  panel  and  we  really  appreciate  your  contribution. 

I  have  just  a  couple  of  questions  that  I  want  to  put  to  you.  First 
of  all,  on  the  human  rights  issue.  To  address  it  would  we  need  an- 
other title?  Should  we  take  the  title  that  is  focused  on  democracy 
and  make  it  democracy  and  human  rights,  assuming  we  agreed 
with  the  essential  thrust  of  your  statement  that  it  needs  to  be 
given  a  greater  focus  and  a  greater  stature?  How  would  you  sug- 
gest doing  that? 

Mr.  Fraser.  Mr.  Chairman,  the  proposed  amendments  that  we 
submitted  would  strengthen  title  II.  It  would  build  into  title  II, 
which  is  building  democracy — it  would  change  the  title  of  title  II 
to  the  building  of  human  rights  and  democracy. 

Senator  Sarbanes.  All  right.  I  wanted  to  ask  Mr.  Conahan  from 
the  GAO,  you  have  submitted  a  report  about  what  they  are  doing 
to  the  Arms  Export  Control  Act  I  gather,  or  that  is  covered  in  your 
statement? 

Mr.  Conahan.  Yes,  sir. 

Senator  Sarbanes.  Could  you  just  briefly  summarize  how  you 
perceive  that? 

Mr.  Conahan.  Our  principal  concern  is  that  it  carries  over  the 
prohibition  against  re  transferring  defense  articles  and  services,  but 
then  provides  exceptions  to  certain  countries.  These  are  primarily 
our  NATO  countries  plus  other  allies. 

What  it  does  is  it  permits  them  to  do  a  couple  of  things  that  they 
were  not  authorized  to  do  before  without  prior  consent.  No.  1,  it 
permits  them  to  authorize  the  transfer  of  certain  items.  Second,  it 
permits  them  to  buy  smaller  components  of  items  and  put  them  to- 
gether, and  then  retransfer  those  without  prior  consent  to  countries 
that  the  United  States  likely  would  not  otherwise  transfer  them  to. 
There  are  also  some  changes  with  respect  to  the  penalty  provisions 
of  that  legislation. 

Senator  Sarbanes.  Well,  my  impression  is  that  an  incredible  de- 
gree of  flexibility  is  being  sought  in  the  handling  of  military  assist- 
ance, is  that  correct,  in  this  proposal? 

Mr.  Conahan.  Yes,  sir,  generally  across  the  board,  not  only  with 
respect  to  security  assistance  but  I  might  say  with  respect  to  the 


136 

entire  contents  of  the  bill.  I  believe  that  there  are  over  30  provi- 
sions in  the  draft  legislation  that  essentially  say,  notwithstanding 
any  other  provision  of  the  law,  the  President  can  do  thus  and  so. 
That  is  just  a  tremendous  amount  of  flexibility  in  this  bill. 

I  think  that  we  need  to  take  a  very  close  look  at  whether  that 
is  the  proper  way  to  construct  this  kind  of  legislation. 

Senator  Sarbanes.  Do  the  rest  of  you  agree  with  that  percep- 
tion? 

Dr.  RossiTER.  Yes,  sir,  I  do,  and  I  have  identified  here  a  number 
of  those.  I  do  not  think  I  got  to  30,  like  Mr.  Conahan  did,  but  a 
remarkable  set  of  waivers  even  after  the  very  bland  language  of  ti- 
tles II  and  III,  which  already  gave  the  President  authority  to  give 
military  aid  anywhere  that  he  sees  democratic  progress  being 
threatened  and  to  establish  nonpartisan  security  forces,  or  to  re- 
store international  peace  and  security  and  other  programs  in  the 
furtherance  of  the  national  interest. 

That  is  just  in  titles  II  and  III.  The  waiver  authorities  in  title 
VII  are,  frankly,  remarkable. 

Senator  Sarbanes.  They  supersede  even  those  broad  ones. 

Dr.  RossiTER.  Absolutely. 

Dr.  Barkan.  I  will  speak  again  only  in  respect  to  section  7106 
and  7107,  which  I  mentioned  in  my  testimony.  The  problem  is  if 
you  are  doing  interventions  in  the  democracy  field  or,  for  that  mat- 
ter, trying  to  assist  human  rights  groups  you  have  to  move  fairly 
quickly.  And  if  you  have  to  get  a  waiver  every  time  it  takes  weeks. 

One  thing  I  skipped  over  in  my  testimony,  but  it  is  in  my  written 
statement,  is  simply  procurement  procedures.  To  repeat  what  An- 
drew Natsios  said  in  the  first  panel,  sometimes  aid  moves  like  a 
tortoise.  I  think  this  is  one  of  the  main  motivations  in  trying  to 
seek  a  greater  flexibility  is  that  the  Agency  can  implement  tne  very 
job  you  and  the  American  people  would  like  it  to  do. 

So,  there  is  obviously  a  sort  of  double  bind  here.  Too  much  flexi- 
bility loses  accountability,  but  too  narrow  specification,  one  simply 
cannot  get  the  job  done.  And  I  would  argue  particularly  strongly 
in  respect  to  assisting  nongovernmental  organization  compared  to 
other  donors.  We  move  very  slowly  in  this  area  to  the  point  that 
often  groups  which  would  seek  our  assistance,  a  local  human  rights 
g^oup,  a  local  press  association  will  go  other  donors  rather  than  us 
simply  because  they  can  get  the  support  faster.  And  yet  in  terms 
of  our  technical  knowledge  of  what  to  do  in  these  areas,  as  I  men- 
tioned in  my  testimony  we  are  often  the  world  leader.  So,  we  lose 
an  opportunity  to  play  a  coordinating  and  leadership  role  in  these 
respects. 

Senator  SARBA^fES.  Well,  that  is  an  interesting  perspective.  Mr. 
Inglee? 

Mr.  Inglee.  In  a  way,  the  administration  has  exceeded  your 
wildest  dreams  from  the  late  1980's,  when  you  first  began  to  look 
at  the  whole  issue  of  micromanagement.  The  bill  is  very,  very  flexi- 
ble from  their  perspective.  Perhaps  they  decided  to  start  with  that 
approach  to  see  how  far  they  could  get  with  the  process  of  negotiat- 
ing this  very  important  legislation  with  the  Congress. 

To  me  the  biggest  problem  with  this  proposal  is  not  the  question 
of  flexibility  in  the  language.  In  the  security  assistance  provisions 
they  really  are  not  specific  to  begin  with.  I  think  the  committees 
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have  always  viewed  or  rationalized  giving  the  administration  more 
flexibility  by  ensuring  that  well  thought  out  policy  was  captured  in 
the  legislation.  Then  you  as  a  committee  could  exercise  oversight 
over  their  activities  to  really  determine  whether  or  not  they  were 
carrying  out  the  policies  that  were  part  of  the  covenant  that  the 
Congress  and  the  administration  had  agreed  to. 

The  language  does  not  accomplish  that  for  you.  The  waiver  au- 
thorities are  valuable  to  an  administration  when  you  have  specific- 
ity in  terms  of  what  you  can  or  cannot  do.  In  many  respects  they 
do  not  need  these  waiver  authorities  because  they  do  not  have  a 
lot  of  specificity  in  terms  of  what  they  have  to  do  or  do  not  have 
to  do. 

It  does  not  bother  me  to  have  a  section  7201  waiver  authority 
that  can  be  applied  to  all  parts  of  the  bill  because  in  the  old  For- 
eign Assistance  Act  you  had  section  614,  as  well  as  about  40  or  50 
other  waivers.  In  the  past  everytime  you  drafted  a  particular  provi- 
sion there  was  an  individual  waiver  authority  attached  with  slight- 
ly different  criteria. 

In  a  way  what  they  have  done  is  logical  because  now  you  have 
a  single  or  virtually  a  single  waiver  authority  that  can  be  applied 
to  different  parts  of  the  bill.  And  as  you  know,  waivers  have  to 
come  up  to  you,  and  while  they  are  rarely  denied,  at  least  you  have 
a  strong  opportunity  to  review  them. 

I  think  the  bigger  problem  is  they  will  not  have  to  use  them  very 
often  to  begin  with  because  the  nature  of  the  policy  formulations 
do  not  require  them. 

Senator  Sarbanes.  OK  Thank  you.  Senator  Kassebaum? 

Senator  Kassebaum.  I  thought  all  of  the  testimony  was  very  in- 
teresting. 

Mr.  Conahan,  in  yours  you  went  through  a  number  of  things  that 
I  thought  were  particularly  good  analysis,  and  you  reflected  early 
on  that  there  was  no  overall  direction  for  the  democracy  develop- 
ment. Is  that  not  correct? 

Mr.  Conahan.  That  is  correct,  yes. 

Senator  Kassebaum.  And  I  thought  Dr.  Barkan  sort  of  filled  in 
some  of  the  observations  there,  and  Mr.  Bissell  touched  on  that 
earlier  as  well.  This  has  troubled  me  that  this  is  kind  of  a  whole 
new  arena,  and  now  everybody  is  trying  to  get  in  and  we  are  really 
not  sure  where  everybody  is  going  to  be. 

I'd  hke  to  ask  Dr.  Barkan,  or  anyone  else  who  would  like  to  an- 
swer, when  you  evaluate  the  level  of  coordination  between  AID  and 
the  State  Department  and  USIA,  where  does  the  National  Endow- 
ment for  Democracy  fit  in  or  the  Democratic  institute  or  the  Repub- 
lican institute?  And  who  knows  what  everybody  else  is  doing? 

Has  anybody  taken  a  look  at  that  question? 

Dr.  Barkan.  I  can  fill  you  in  from  sort  of  day-to-day  involvement 
in  this  area. 

Let  me  begin  with  one  overall  comment  before  I  get  directly  to 
your  question.  This  is  a  new  field,  and  like  all  new  fields  we  have 
to  be  up  front  about  it.  There  is  a  certain  amount  of  experimen- 
tation and  there  is  a  lot  of  learning. 

It  is  my  own  belief  that  AID  has  gone  about  this  in  about  as  me- 
thodical a  way  as  possible.  It  began  in  the  latter  stages  of  the  Bush 
administration,  and  we  have  only  been  doing  this  for  about  2  years. 
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The  number  of  programs  actually  on  the  ground  now,  other  than 
election  observation,  is  relatively  small.  Ajnd  the  best  part  is  the 
programs  that  are  coming  on  stream  are  well  designed,  and  we 
have  not  made  any  mistakes. 

Now,  to  move  more  specifically  to  ^^our  question  on  coordination 
and  why  I  talked  about  and  emphasized  tne  country  team  aspect 
of  it.  These  are  hybrid  programs.  They  are  not  conventional  AID 
programs. 

When  this  whole  thing  began  to  unfold  within  the  Agency  there 
were  many  people  who  were  nervous  about  it.  Picking  up  on  An- 
drew Natsios'  statement,  the  appropriate  personnel  was  not  in- 
house.  That  is  why  people  like  myself,  political  scientists,  have 
been  drawn  in  fi:-om  the  outside  as  personal  service  contractors.  In 
fact,  most  of  this  program  is  now  in  the  field  running  on  such  a 
basis. 

In  order  to  make  it  work  in  the  field,  but  also  here  in  Washing- 
ton, is  literally — without  going  into  too  much  of  a  digression  on  my 
work  in  Nairobi,  Kenya,  for  example,  and  counterparts  in  Addis 
Ababa — I  spent  a  good  part  of  my  day  moving  back  and  forth  be- 
tween the  AID  mission  and  the  Embassy.  It  is  like  I  worked  for 
both,  and  in  a  way  that  has  to  be  because  the  chief  of  mission,  the 
Ambassador,  has  to  provide  political  cover. 

And  this  is  particularly  true  in  what  are  the  majority  of  cases, 
what  I  call  hard  cases,  the  gray  countries  such  as  the  Kenya's, 
where  achieving  democratization  and  protecting  human  rights  are 
done  in  the  face  of  regimes  that  are  not  particularly  enthusiastic 
about  that. 

That  is  precisely  why  we  have  to  work  directly  with  NGO's  and 
why  you  need  some  of  these  waiver  authorities.  But  it  is  also  whv 
you  nave  to  consult  very  closely  with  the  State  Department,  with 
the  Ambassador.  You  have  to  consult  closely  with  other  donors. 
And  to  pick  up  now  on  another  point  that  AJndrew  Natsios  made, 
there  is  a  lot  of  informal  coordination  between  other  donors  work- 
ing in  this  area. 

Turning  last  to  the  National  Endowment  for  Democracy  and  the 
party's  institutes,  the  NED  does  very  good  work  but  their  budgets 
are  relatively  small.  In  Africa,  for  example,  they  have  one  person 
in  Cairo  for  the  entire  region.  They  are  unable  to  maintain  a  field 
presence  which,  as  I  argued  in  my  testimony,  is  essential  in  this 
area.  That  is  where  AID  has  somewhat  of  a  comparative  advan- 
tage. 

As  for  the  partys'  institutes,  up  until  now  they  have  been  pri- 
marily concerned  with  the  monitoring  of  elections.  They  assemble 
large  numbers  of  people  who  come  out  on  a  pro  bono  basis  and  who 
cannot  stay  in  these  countries. 

I  think  what  they  are  beginning  to  realize,  in  fact  I  think  there 
is  a  real  learning  process  here,  is  that  while  elections  will  continue 
to  be  an  important  area  of  activity,  it  is  more  important  to  put  the 
partys'  institutes  and  other  interested  groups  who  do  this  work — 
to  establish  a  field  presence  to  keep  their  people  in  the  field,  de- 
velop relationships  with  local  NGO's.  That  is  the  way  you  build  the 
institutional  type  of  structures  that  I  talked  about  earlier. 

And  just  a  final  sentence.  In  the  example  I  just  gave,  this  is  an 
example  again  of  what  I  meant  by  learning.  Two  years  ago  the  par- 
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ty's  institutes  were  not  doing  this.  Now,  both  NDI  and  IRI,  for  ex- 
ample, have  semipermanent  office  and  may  become  a  permanent 
of^ce  in  Johannesburg.  That  is  a  case,  for  example. 

Mr.  CoNAHAN.  Senator  Kassebaum,  I  quite  agree  that  in  recent 
years  a  lot  good  work  has  been  done  in  this  area,  and  I  do  believe 
that  some  coordination  has  taken  place.  I  believe  that  more  coordi- 
nation is  required,  as  you  suggested. 

I  think,  however,  we  have  to  take  a  look  at  the  current  proposed 
legislation  even  before  we  get  to  implementation.  We  have  to  take 
a  look  at  the  design  and  the  plans  for  implementation. 

We  have  got  a  title,  sustainable  development,  under  which  we 
have  support  for  democratic  participation.  Then,  of  course,  we  have 
got  the  entire  title  on  building  democracy.  Now,  if  you  take  a  look 
at  the  two  chapters  one  goes  to  Central  and  Eastern  Europe  and 
the  other  to  the  former  Soviet  Bloc.  You  have  got  yet  a  third  title 
called  countries  in  transition. 

Now,  I  suggest  that  a  reading  of  the  proposed  legislation  will  not 
sort  any  of  this  out  at  all.  If  you  go  to  the  President's  budget  this 
year  it  begins  to  sort  some  of  it  out. 

But  with  respect  to  the  two  big  provisions  that  I  just  talked 
about,  support  for  democratic  participation  under  sustainable  de- 
velopment, and  countries  in  transition  under  promoting  democracy, 
the  justification  in  the  President's  budget  reads  remarkably  simi- 
larly in  both  of  those  sections. 

Ajid  I  have  a  little  difficulty  in  sorting  out  up  front  what  agen- 
cies are  going  to  do  precisely  what.  And  I  think  we  need  to  work 
on  that  before  we  conclude  on  this  legislation. 

Senator  Kassebaum.  I  would  gather  that  all  of  you  would  agree 
that,  as  Dr.  Barkan  pointed  out,  a  key  is  institution  building;  that 
we  tend  to  think  you  can  just  go  in  and  monitor  an  election  and 
then,  sort  of,  you  have  democracy.  It  takes  a  sustained  effort. 

Which  institution  building  do  you  think  is  most  important?  Let 
us  take  Kenya,  Dr.  Barkan.  Should  there  be  a  priority  on  our  focus 
in  the  institution  building  process? 

Dr.  Barkan.  This  again  gets  back  to  why  the  Agency  in  the  field 
needs  a  measure  of  flexibility,  and  also  my  statement  about  why 
it  has  proceeded  fairly  methodically. 

In  this  area,  another  point  I  made  in  my  presentation  is  it  is  not 
like  enlarging  a  family  planning  program  where  you  order  another 
two  or  three  million  contraceptives.  It  is  a  series  of  small  interven- 
tions that  in  effect  roll  with  the  political  lay  of  the  land. 

Now,  this  may  sound  rather  vague,  but  what  AID  is  doing  is, 
first  of  all,  very  clear  at  least  in  Africa — a  very  clear  process  of  first 
on  a  country-by-country  basis  conducting  a  broad  assessment  as  to 
what  the  opportunities  are.  And  then,  to  get  to  the  Kenyan  situa- 
tion as  one  example,  there  are  clear  criteria  for  prioritizing  what 
you  do  because  you  cannot  do  everything. 

The  biggest  need  in  Kenya  and  most  other  places  that  constitute 
these  hard  cases  is  creating  institutions  of  countervailing  power. 

A  second  criteria,  as  I  indicated  in  my  testimony,  is  are  there 
willing  partners  with  whom  you  can  work,  because  you  cannot  cre- 
ate institutions  if  you  do  not  have  the  partners.  That  means  you 
may  want  to  do  something  but  you  cannot  do  it. 
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Other  donors  have  programs  as  well  and  sometimes  it  is  just  best 
to  let  them  do  it.  The  Ford  Foundation,  for  example,  is  much  better 
in  the  area  of  human  rights,  et  cetera,  so  there  are  prioritizations. 
It  is  not  all  touchy-  feely. 

But  you  have  to  have  the  flexibility  in  the  field  and  you  have  to 
a  trained  field  presence.  That  is  the  main  point  I  want  to  make. 

Senator  Kassebaum.  I  would  just  like  to  comment  a  minute, 
talking  about  human  rights,  about  sort  of  establishing  a  certifi- 
cation. I  would  only  suggest,  though,  that  we  have  run  into  a  lot 
of  trouble  when  we  have  certification  of  the  aid  moneys  that  we  are 
going  to  give  if  a  country  has  not  met  certain  standards  on  drug 
initiatives.  And  we  get  into  this  every  year  on  whether  there  has 
been  the  proper  certification.  Has  Mexico  met  all  of  the  require- 
ments on  certification?  And  if  not,  should  aid  moneys  be  cut  off? 

I  worry  a  bit  about  a  rigidity  of  certification.  And  I  think  an  ex- 
ample of  where  flexibility  is  important  again  goes  back  to  Kenya 
where  strong  messages  were  sent  to  President  Moi  about  human 
rights  behavior  in  Kenya,  and  then  aid  assistance  was  cut.  But  it 
was  not  necessarily  that  there  was  a  certification  out  there.  There 
was  some  flexibility  in  addressing  that. 

It  has  given  us  real  heartburn  here  as  we  have  always  come  up 
with  the  annual  report  on  the  drug  issues. 

Mr.  Fraser,  Senator,  I  think  the  way  the  human  rights  stand- 
ards are  used  needs  to  be  thought  through  carefully.  The  injunction 
on  security  assistance,  which  became  a  standard  that  was  applied 
to  economic  assistance  in  our  vote  in  the  World  Bank  and  so  on, 
all  referred  to  a  consistent  pattern  of  gross  violations  of  inter- 
nationally recognized  human  rights,  and  then  went  on  to  define 
them  as — and  I  am  now  reading  from  language  in  the  amendments, 
but  it  is  similar — torture,  cruel  or  inhuman  or  degrading  treat- 
ment, prolonged  arbitrary  detention,  causing  disappearance,  and 
other  flagrant  denials  of  the  right  to  life,  genocide,  ethnic  cleans- 
ing- 

These  are  not  the  same  things  as,  "Did  you  allow  a  free  press?" 

"Did  you  have  an  honest  vote,  an  election?"  "Are  you  pursing  drug 
issues?"  These  earlier  standards  are  rather  fundamental  sort  of 
core  issues  involving  the  integrity  of  the  person.  As  the  chairman 
pointed  out,  even  authoritarian  governments  can  treat  people  de- 
cently. They  may  not,  but  they  can. 

So,  I  think  any  imprecise  use  of  human  rights  standards  tends 
not  to  serve  our  interests.  We  need  to  clear  about  what  it  is  we  are 
trying  to  do  as  a  Nation,  particularly  in  a  unilateral  sense.  It  is  a 
different  enterprise  if  we  are  responding  to  a  finding  by  a  U.N. 
agency,  the  Commission  on  Human  Fights  or  something  of  that 
kind.  My  hope  is  that  we  can  preserve  this  cluster  of  core  rights 
as  the  standard  that  we  are  talking  about. 

When  we  get  to  other  questions  about  free  elections  and  so  on, 
and  promotion  of  democracy,  there  I  would  agree  that  considerable 
discretion  is  warranted,  and  partly  because  what  we  then  want  to 
look  for  are  trend  lines. 

We  cannot  fix  countries.  They  essentially  have  to  grow — I  think 
my  own  view  is — they  have  to  grow  democracy  from  within.  And 
if  they  are  moving  in  the  right  direction  then  perhaps  we  should 
try  to  encourage  that  and  provide  support.  But  I  worry  that  we 
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sometimes  have  the  sense  that  we  are  going  to  fix  things  around 
the  world,  and  I  do  not  have  much  confidence  in  that. 

Our  efforts  on  democracy  are  not  new.  We  had  the  American  In- 
stitute for  Free  Labor  Development  which  the  AFL-CIO  ran.  We 
had  title  IX  to  promote  local  democratic  institutions.  That  has  been 
in  the  books  for  years,  along  with  section  116  which  provides 
money  to  help  in  human  rights  efforts. 

So  I  lived  in  the  Congress  through  the  period  of  the  Alliance  for 
Progress  and  we  had  a  lot  of  democratic  regimes  in  Latin  America. 
They  all  kind  of  went  sour.  I  do  not  think  it  was  lack  of  institutions 
that  caused  the  colonels  in  Greece  take  power  or  Allende  to  get 
killed  and  Pinochet  come  to  power.  Those  setbacks  had  to  do  with 
more  fundamental  issues.  Some  of  them  deal  with  equity.  They 
deal  with  the  very  tough  issues  of  the  Third  World. 

I  often  think  of  the  Third  World  conditions  today  as  somewhat 
comparable  to  what  we  experienced  in  the  depths  of  the  depression 
in  the  thirties.  We  had  extraordinary  numbers  of  people  out  of 
work  with  little  hope  that  the  economic  system  would  progress. 
Trying  to  sustain  democracy  in  light  of  those  economic  inequity  is- . 
sues  is  difficult. 

I  am  not  trying  to  say  we  should  not  work  at  it.  I  just  think  we 
need  to  work  on  it,  on  the  one  hand,  but  then  stay  tied  to  these 
core  rights  which  involve  the  integrity  of  the  person  as  another  ini- 
tiative. 

Senator  Kassebaum.  I  very  much  appreciate  the  thoughtful  testi- 
mony of  everyone.  Mr.  Inglee,  I  think  it  would  be  wonderful  if  we 
could  work  on  some  more  specific  nonproliferation  language.  Get- 
ting specific  there,  again,  sometimes  proves  to  be  difficult. 

Mr.  Conahan,  I  thought  your  observations  on  the  peacekeeping 
provisions  and  also  the  police  provisions  were  very  thoughtful. 
Thank  you. 

Senator  Sarbanes.  Thank  you.  Senator  Jeffords? 

Senator  Jeffords.  Mr.  Inglee,  I  think  for  the  record  I  would  ap- 
preciate having  it  noted  that  I  was  a  member  of  the  Wednesday 
Group  when  Bob  Stafford  was  a  charter  member,  so  I  am  aware 
of  your  competence  in  these  matters.  But  you  did  allude  to  your  ex- 
pertise from  service,  I  believe,  on  the  Foreign  Affairs  Committee. 
Would  you  like  to  state  for  the  record  where  your  expertise  comes 
from  and  why  you  are  here? 

Mr.  Inglee.  Well,  I  spent  a  number  of  years  in  the  Congressional 
Research  Service  working  on  foreign  affairs  and  security  issues.  I 
also  was  a  senior  staff  person  on  the  Foreign  Affairs  Committee  on 
the  minority  staff.  For  the  past  3  years  I  was  the  Deputy  Assistant 
Secretary  of  Defense  for  Conventional  Forces  and  Arms  Control 
Policy,  Principal  Deputy  Assistant  Secretary  for  International  Se- 
curity Policy,  and  for  a  short  time  the  Acting  Assistant  Secretary 
for  International  Security  Policy  of  the  Defense  Department. 

I  am  now  the  Executive  Director  of  the  House  Wednesday  Group. 
While  we  have  broad  domestic  policy  agenda,  we  also  have  a  very 
substantial  national  security  strategy  project  in  conjunction  with 
the  Center  for  Strategic  and  International  Studies. 

I  very  much  appreciate  the  opportunity  to  testify  today  precisely 
because  of  the  long  tradition  you  have  been  part  of  on  the  Wednes- 
day Group.  On  the  one  hand,  I  recognize  that  there  may  be  short- 
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comings  in  this  bill,  but  I  have  made  every  attempt  to  offer  positive 
and  constructive  policy  alternatives  that  will  enable  any  adminis- 
tration to  undertake  good  government  policy  that  will  benefit  all  of 
the  American  people. 

Senator  Jeffords.  This  is  a  general  Question  to  all  of  you.  Look- 
ing through  the  bill,  it  appears  as  thougn  provisions  on  military  as- 
sistance are  scattered  throughout  the  bill  rather  than  adhering  to 
one  particular  standard  or  philosophy.  Do  you  think  that  is  a  good 
idea  or  should  we  have  the  military  assistance  more  specifically  de- 
lineated with  respect  to  criteria? 

Mr.  CoNAHAN.  I  think  that  that  is  a  difficulty  with  the  bill.  In 
getting  through  this  bill  I  had  some  rather  important  questions, 
and  those  questions  did  not  begin  to  get  answered  until  I  began 
looking  at  his  year's  fiscal  year  1995  budget  submission.  Now  per- 
haps when  the  detail  behind  that  comes  in  we  will  even  have  more 
questions  answered. 

But  once  you  get  by  the  Middle  East  recipients  it  is  difficult  to 
see  what  if  any  funding  is  in  the  legislation  for  some  traditional  re- 
cipients of  security  assistance.  We  have  had  both  foreign  military 
funding  as  well  as  economic  support  funds  going  to  about  a  dozen 
or  more  countries  each  year  and  it  is  very  difficult  right  now  to  see 
where  that  funding  would  come  from  by  reading  of  the  bill. 

As  I  say,  by  looking  at  the  budget  it  becomes  a  little  clearer  but 
not  totally  clear  in  the  information  that  is  currently  available.  Per- 
haps as  the  detail  becomes  available  we  will  see  that. 

Senator  Jeffords.  Don? 

Mr.  Fraser.  I  think  our  concern  focuses  more  on  the  waiver 
issue.  For  example,  under  502(b)  it  used  to  take  extraordinary  cir- 
cumstances to  proceed.  Now  I  think  the  language  simply  says  na- 
tional interest.  That  is  a  fairly  weak  standard.  It  just  about  wipes 
out  any  kind  of  restraint. 

Senator  Jeffords.  Are  there  comments?  Mr.  Inglee? 

Mr.  Inglee.  The  old  614  language  was  "important"  to  the  na- 
tional security  interest.  The  new  language  is  important  to  the  na- 
tional security  interest,  and  with  respect  to  arms  transfers  it  is  es- 
sential to  the  national  security  interest,  which  was  a  higher  lan- 
guage than  the  previous  614,  if  I  am  not  mistaken. 

Still,  of  the  waiver  authorities  of  the  bill  it  is  the  most  rigorous. 
It  is  just  a  question  of  what  will  you  be  using  it  for?  You  do  not 
have  many  obstacles  in  your  way,  at  least  the  administration  does 
not  thus  far. 

Senator  Jeffords.  Dr.  Rossiter? 

Dr.  Rossiter.  Senator  Jeffords,  I  think  you  have  to  look  at  a  pro- 
posal like  this  in  the  context  of  what  this  administration  is  doing. 
Clearly  an  administration  that  was  squeezing  off  arms  transfers  to 
undemocratic  governments  and  working  with  our  allies  to  get  them 
to  squeeze  them  off  you  would  want  to  give  more  flexibility  to  in 
these  military  sections  that  are  scattered  around.  Maybe  it  would 
not  be  as  big  a  problem  because  you  would  know  where  they  were 
going. 

But  an  administration  that  talks  about  promoting  democracy  and 
goes  and  looks  at  elections  and  puts  a  little  money  into  that,  but 
at  the  same  time  grabs  every  possible  arms  sale  around  the  world 
to  a  level  of  $25  billion  last  year  to  undemocratic  governments,  I 
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do  not  think  you  want  to  give  them  a  lot  of  flexibility  because  you 
know  what  it  will  mean. 

We  seem  to  be  falling  into  the  trap  of,  you  know,  if  we  do  not 
sell  to  a  government  like  Indonesia  or  Saudi  Arabia  or  Kuwait 
somebody  else  will,  and  so  therefore  we  want  to  grab  the  sale,  as 
opposed  to  the  way  we  work  on  chemical  weapons  or  landmines. 
We  do  not  think  that  these  should  be  going  to  these  kinds  of  gov- 
ernments. They  are  not  going  to  become  democratic  if  you  are  giv- 
ing them  the  means  to  preserve  their  dictatorship.  And  we  should 
work  with  the  British  and  French  and  Russians,  who  are  close  al- 
lies of  ours,  to  close  off  those  arms  sales. 

That  is  why  I  think  that  the  coalition  of  arms  control  and  human 
rights  and  development  groups  that  has  come  to  you  with  this  code 
of  conduct  on  arms  transfers  frankly  is  here,  because  the  first  place 
you  go,  of  course,  is  to  an  administration.  They  have  rejected  that 
approach.  They  do  not  want  to  limit  their  arms  sales  to  govern- 
ments that  are  undemocratic.  It  therefore  is  incumbent  upon  the 
Congress  to  take  that  step. 

Now,  I  think  it  is  important  to  point  out  that  all  this  flexibility 
already  exists.  Congress  has  a  very  good  mechanism  called 
reprogramming  in  which  if  the  administration  wants  to  change  pol- 
icy during  the  year  they  come  to  you  and  you  look  over  it.  Some- 
times you  can  say  no,  and  it  is  sort  of  a  gray  area. 

I  think  that  has  worked  in  the  past.  What  we  are  proposing  for 
the  future  is  that,  for  example,  if  the  President  cannot  certify  early 
in  the  year  that  a  Saudi  Arabia  or  an  Indonesia  promotes  democ- 
racy under  these  nice  definitions  and  protects  human  rights  with 
these  good  definitions,  that  is  fine.  Congress  could  include  an 
amendment  in  the  bill  saying,  we  nonetheless  want  to  give  them 
access  to  the  Arms  Export  Control  Act.  Right  now  you  have  no  say 
in  that  matter;  it  is  all  the  administration. 

Would  we  be  here  asking  for  you  to  give  yourself  that  authority 
if  the  administration  had  a  predilection  in  that  area?  Probably  not, 
but  they  have  shown  their  orientation  in  their  first  year. 

Senator  Jeffords.  You  have  set  out  a  rather  strict  code.  Can  you 
tell  me  whether  any  of  the  recent  large  arms  sales  would  have  met 
your  criteria? 

Dr.  RossiTER.  I  think  the  code  is  a  moving  target  in  the  sense 
that  the  purpose  of  it  is  to  be  laid  out  there  in  law  so  that  next 
year  governments  would  see  that  they  would  not  be  able  to  get  U.S. 
weapons  without  a  special  congressional  waiver  if  they  had  met  it. 
So,  you  would  probably  see  a  different  human  rights  record,  and 
that  is  the  goal  really,  on  the  part,  say,  of  treatment  of  women  by 
Saudi  Arabia  or  treatment  of  people  of  East  Timor  in  Indonesia  as 
people  tried  to  meet  these  standards. 

Just  because  there  are  debates  every  year  about  whether  Mexico 
is  one  kind  of  government  or  another,  and  it  is  very  troublesome, 
does  not  mean  it  is  not  a  good  debate  to  have. 

So,  I  think  as  we  got  to  next  year  certainly  you  would  see  some 
countries  being  unable  to  claim  that  they  were  promoting  democ- 
racy who  are  big  purchasers,  such  as  Saudi  Arabia  and  Kuwait  and 
Indonesia.  However,  Taiwan  and  South  Korea — a  good  case  could 
be  made  by  the  administration  that  good  progress  had  been  made. 
I  think  it  would  add  an  incentive  for  countries. 
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And  let  me  just  say 

Senator  Jekp'ORDS.  I  don't  believe  you  answered  my  question. 

Dr.  RossiTER.  Well,  I  could  go  back  to  last  year  s  and  tell  you 
who  I  think  would  not  have  gotten  them. 

Senator  Jep^fords.  That  is  what  I  asked  you  or  a  I  thought  I 
asked  you. 

Dr.  RossiTER.  Saudi  Arabia,  Kuwait,  Indonesia. 

Senator  Jeffords.  Would  or  would  not  have? 

Dr.  RossiTER.  They  would  not  have  been  permitted.  They  cer- 
tainly, according  to  the  State  Department  country  reports  on 
human  rights,  have  made  no  progress  toward  becoming  democratic 
governments  and  the  human  rights  records  are  abysmal. 

Senator  Jeffords.  Don,  I  would  agree  with  you  that  one  election 
does  not  make  a  democracy,  and  I  think  that  is  something  we  have 
to  recognize.  I  am  concerned  that  our  policies  right  now  do  not 
seem  to  do  that.  We  do  not  seem  to  have  enough  aid  or  assistance 
diverted  toward  building  the  infrastructures  for  democracy  and 
providing  the  expertise  to  help  make  those  infrastructures  work. 
Do  you  agree  with  that? 

Mr.  Fraser.  Well,  there  are  probably  three  components,  I  think, 
to  the  democratization  process.  One  is  trying  to  get  enough  eco- 
nomic equity  in  the  country  so  that  you  do  not  get  violent  forces 
at  work.  Second  is  the  institution  building.  But  the  third  is  the  no- 
tion that  the  people  within  that  society  have  to  accommodate,  as 
a  part  of  the  political  culture,  the  restraint  and  all  of  the  values 
that  make  a  democratic  system  work. 

So,  an  election  dumped  into  the  middle  of  a  fragmented  society 
does  not  bring  necessarily  the  results  that  you  want.  So,  I  think 
in  terms  of  the  U.S.  interests,  we  want  to  see  these  things  happen 
in  a  constructive  way  so  that  over  time  there  will  be  more  and 
more  stable,  genuine  democracies. 

Probably  the  biggest  back-pull,  the  sea  anchor  on  that  process, 
is  the  lack  of  economic  progress,  the  lack  of  meeting  basic  needs 
for  large  parts  of  the  populations  in  these  countries  and  that  is  a 
long-term  effort. 

But  I  think  we  have  to  be  helpful  on  all  of  these  fronts  but  not 
be  overly  optimistic  about  our  ability  unilaterally  as  a  country  to 
have  a  large  impact,  particularly  when  our  aid  program  is  so  mod- 
est outside  of  the  big  three  countries.  So,  it  will  be  a  long-term  ef- 
fort. 

I  think  in  the  meantime  we  need  to  build  international  institu- 
tions. We  have,  in  my  longer  testimony,  cited  an  instance  where  we 
had  offered  economic  assistance  to  a  police  force.  This  was  a  story 
recounted  from  the  Center  for  Victims  of  Torture  which  we  have  in 
the  city  of  Minneapolis.  I  was  going  to  cite  this  to  you. 

Just  let  me  read  this  one  paragraph.  Recently  an  associate  for 
the  Center  of  Victims  of  Torture,  which  is  based  in  Minneapolis, 
visited  a  treatment  center  in  a  Third  World  country.  She  inquired 
whether  the  center  would  consider  receiving  financial  support  from 
AID.  The  director  of  the  center  told  her  he  could  not  accept  AID 
support  because  police  in  his  country  had  received  training  from 
AID  and  they  were  later  involved  in  human  rights  abuses.  The 
credibility  of  his  organization  would  be  jeopardized  if  they  were  to 
receive  support  from  AID. 
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That  is  simply  an  indication  of  the  sensitivity  that  is  involved 
here  in  U.S.  connections  with  the  different  institutions  in  a  coun- 
try. So,  I  think  we  need  to  proceed  with  some  caution  and  some 
careful  thought. 

Senator  Jeffords.  Are  there  any  other  comments? 

Dr.  Barkan.  I  have  a  comment  about  equity,  at  least  in  respect 
to  Africa,  and  we  are  now  talking  about  macroconditionalities  as 
well  because  there  is  a  constant  question  here  of  the  sequencing — 
economic  growth  or  political  reform  and  political  development.  The 
fact  of  the  matter  is  that  countries  which  have  gone  down  the  path 
of  equity  in  trying  to  overprovide  for  social  welfare  services  and 
have  had  their  economies  collapse,  and  that  is  why  they  are  in  the 
pickle  that  they  are  in.  So  you  cannot  neglect  growth. 

If  one  wants  to  ease  the  burden  here,  ease  the  debt  burden.  No 
one  has  talked  about  this  this  morning.  It  is  outside  the  legislation, 
but  that  is  the  big  drag  if  one  is  really  concerned  with  accelerating 
growth  so  you  can  create  the  better  economic  conditions  within 
which  democratization  can  unfold. 

Senator  Jeffords.  One  last  question.  I  am  concerned,  as  we  go 
into  a  new  era  where  peacekeeping  is  becoming  a  rather  prevalent 
activity,  that  utilization  of  the  term  national  security  to  justify  as- 
sistance is  a  rather  cumbersome  tool  or  definition  for  us  to  work 
with,  and  that  we  need  to  consider  whether  or  how  we  face  the  dif- 
ferences between  this  new  era  and  the  period  of  the  cold  war  where 
national  security  was  pretty  clear.  Then,  if  a  government  was  Com- 
munist, national  security  considerations  argued  against  aid.  If  it 
was  not,  they  probably  argued  for  aid  even  if  there  was  a  rather 
less  than  acceptable  group  of  people  running  the  country. 

Should  we  now  be  facing  that  issue  more  directly  in  trying  to  de- 
fine another  kind  of  concept  of  need  under  peacekeeping  rather 
than  national  security? 

Dr.  RossiTER.  May  I  respond  to  that.  Senator?  I  think  it  is  very 
important  at  this  point  when  we  have  the  opportunity  where  the 
great  military  superpowers,  the  United  States  and  the  former  So- 
viet Union,  are  pretty  quickly  reducing  their  military  spending,  the 
former  Soviet  states  very  quickly,  and  we  are  dramatically,  to  un- 
derstand that  our  national  security  is  threatened  by  this  outbreak 
of  crises  and  conflicts  all  over  the  world.  There  are  24  or  25  con- 
flicts at  any  one  time,  and  we  will  get  dragged  into  some,  and  they 
will  destroy  entire  region's  economies  nonetheless  which  hurts  us. 

And  the  one  thing  I  think  is  missing  in  this  bill  is  a  commitment 
to  promote  international  demilitarization.  It  is  much  safer  for  us  if 
the  world  is  filled  with  smaller,  less  offensively  oriented  armed 
forces. 

And  that  is  something  that  takes  some  doing.  It  takes  pressure 
at  the  World  Bank  not  to  lend  to  countries  that  will  not  cut  their 
military  spending  or  work  with  their  neighbors  to  come  up  with  re- 
gional security  pacts  that  can  reduce  the  level  of  offensive  threat 
to  each  other,  but  I  think  it  is  a  road  we  have  to  go  down  now  be- 
cause if  we  do  not  at  the  time  when  the  United  States  can  turn 
to  other  countries  and  say,  well,  we  are  reducing  our  military  budg- 
et by  25  percent  and  you  can  do  it  too,  we  are  going  to  miss  a  great 
opportunity  for  our  national  security. 

Senator  Jeffords.  Don? 
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Mr.  Fraser.  I  think  there  is  a  kind  of  intellectual  vacuum  now 
that  the  cold  war  context  or  framework  has  disappeared.  In  my 
own  efforts  to  think  about  it  I  have  come  to  the  view  that  what  we 
need  is  a  positive  goal  and  that  needs  to  be  built  essentially  around 
international  human  rights  standards.  That  becomes  our  vision  to- 
ward which  the  world  community  needs  to  move,  and  that  our  in- 
terests lie  in  taking  actions  that  advance — that  move  us,  the  world 
community  and  ourselves  as  a  participant,  toward  that  goal. 

That  does  not  mean  that  we  are  not  going  to  have  economic  in- 
terests and  economic  conflict.  I  think  our  relationship  with  Japan 
is  a  good  example  of  that.  But  that  is  kind  of  a  negative.  The  ques- 
tion is,  where  are  we  trying  to  go  as  a  world  community? 

I  think  the  human  rights  idea,  which  is  really  embodied  in  the 
U.N.  Charter,  represents  the  kind  of  vision  that  would  help  us  sup- 
ply some  of  the  criteria  for  determining  what  is  in  our  interest,  be- 
cause we  need  to  have  what  is  in  our  interest  measured  in  a  broad- 
er context,  and  it  seems  to  me  it  has  to  be  something  like  the 
rights  idea. 

Senator  Jeffords  [presiding].  Anyone  else? 

Mr.  CoNAHAN.  Yes,  Senator.  I  think  another  dimension  goes  to 
the  actual  charge  and  implementation  of  peacekeeping  activities.  I 
suggest  that  we  are  talking  for  the  most  part  about  the  U.N. 

I  think  that  whatever  ultimate  arrangement  is  agreed  to  between 
the  executive  branch  and  the  legislative  branch  as  to  when  the  ex- 
ecutive branch  can  commit  the  United  States  to  participation  in 
such  peacekeeping  activities  that  we  need  to  assure  ourselves  that 
peacekeeping  charges  are  operationally  and  politically  doable. 

I  think  we  have  to  make  sure  that  they  are  supportable  in  the 
field.  I  think  that  we  have  to  assure  that  we  have  the  correct  un- 
derstandings with  the  other  members  of  those  peacekeeping  forces 
before  we  attempt  to  do  some  of  the  things  that  we  have  done. 

I  think  that  Cambodia  succeed  in  spite  of  the  myriad  of  problems 
that  the  peacekeeping  operation  had  over  there.  Certainly 
UNOSOM  I  in  Somalia  was  not  at  all  a  success  for  some  of  the  rea- 
sons I  mentioned  after  the  U.S.  intervention.  Then  the  follow-on 
was  a  little  more  successful  but  I  will  leave  that  to  the  judgment 
of  everyone  in  that  room  as  to  how  that  is  now  coming  out.  But  I 
think  that  is  another  dimension  of  peacekeeping  that  we  have  to 
take  into  account. 

Senator  Jeffords.  Well,  that  is  the  area  that  really  worries  me 
as  we  move  forward  because  we  are  getting  into  all  sorts  of  binds 
now  regarding  when  we  commit  troops  and  who  we  commit.  I  sug- 
gest that  we  ought  to  perhaps  have  a  separate  force  of  volunteers 
to  deploy  in  those  kinds  of  disputes  which  are  not  directly  related 
to  the  national  security  so  we  do  not  get  into  the  problem  of  people 
complaining  that  they  did  not  sign  up  to  serve  in  potential  conflict 
areas  except  where  the  national  interest  is  involved,  as  tradition- 
ally defined. 

And  I  do  not  know  how  we  are  going  to  guide  ourselves  and  pro- 
vide more  flexibility  to  the  administration,  yet  in  a  way  that  main- 
tains some  sort  of  principaled  policy  for  peacekeeping  and  U.S.  en- 
gagement in  that  area.  I  would  appreciate  any  thoughts  that  you 
may  have,  either  today  or  as  time  goes  on. 
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Last,  I  just  want  to  thank  you  for  being  here.  It  has  been  very 
helpful  to  me,  and  I  look  forward  to  working  with  you.  Don,  it  is 
great  seeing  you.  It  has  been  a  long  time  since  you  left.  I  spent  4 
years  with  you  and  I  was  a  great  admirer  of  yours  at  the  time. 

So,  thank  you  all  very  much.  And  with  that  I  will  declare  the 
hearing  closea. 

[Whereupon,  at  1:45  p.m.  the  subcommittee  adjourned,  to  recon- 
vene at  2:12  p.m.,  March  3,  1994.] 
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The  committee  met,  pursuant  to  notice,  at  2:12  p.m.,  in  room 
SD^19,  Dirksen  Senate  Office  Building,  Hon.  Paul  Sarbanes 
(chairman  of  the  subcommittee)  presiding. 

Present:  Senators  Sarbanes,  Kassebaum,  and  Jeffords. 

Also  present:  Senators  Boren  and  Lieberman. 

Senator  Sarbanes.  This  afternoon  the  Subcommittee  on  Inter- 
national Economic  Policy  meets  to  examine  global  economic  and  en- 
vironmental issues  in  the  context  of  foreign  reform.  This  is  our 
third  hearing  on  this  subject  this  year,  and  it  is  a  continuation  of 
a  long  series  of  hearings  on  this  subject  that  we  began  last  spring. 

We  obviously  need  to  cover  a  lot  of  ground  here  today.  We  have 
some  very  good  panels.  First,  we  will  be  hearing  from  the  Under 
Secretary  of  State  Joan  Spero  and  the  Under  Secretary  of  the 
Treasury  Larry  Summers  about  the  international  economic  policies 
that  are  reflected  in  the  administration's  proposed  foreign  aid  bill 
and  the  new  foreign  aid  budget. 

Actually,  this  will  give  the  Treasury  a  chance  to  present  the 
international  affairs  budget  request,  if  they  wish  to  do  so,  for  fiscal 
1995  and  for  the  State  Department  to  discuss  its  plans  for  promot- 
ing growth  through  trade  and  investment  under  the  foreign  aid  re- 
form proposal. 

The  second  panel  today  will  address  the  relationship  between  for- 
eign assistance  and  export  promotion,  the  extent  to  which  the  two 
should  be  linked. 

We  will  be  hearing  from  Senators  Boren  and  Lieberman,  who 
have  sponsored  the  Aid  for  Trade  Act  and  have  focused  on  this 
issue  for  quite  some  time.  And  then  we  will  hear  a  panel  of  public 
sector  witnesses  who  will  discuss  the  issue  further. 

Finally,  the  third  panel  today  will  consist  of  public  witnesses  to 
discuss  environmental  and  management  issues  at  the  multilateral 
development  banks. 

Many  concerns  have  been  raised  about  the  types  of  projects  that 
have  been  supported  and  the  ways  in  which  decisions  are  made,  at 
least  at  some  of  the  banks,  and  we  thought  it  would  be  a  good  op- 
portunity today  to  address  those  concerns. 

(149) 
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Before  I  turn  to  our  witnesses,  I  will  yield  to  Senator  Kasse- 
baum. 

Senator  Kassebaum.  I  have  no  opening  comments.  Thank  you, 
Mr.  Chairman. 

Senator  Sarbanes.  Well,  Under  Secretary  Spero,  why  do  we  not 
hear  from  you?  And  then  we  will  take  Under  Secretary  Summers. 
Please  go  ahead. 

STATEMENT  OF  JOAN  E.  SPERO,  UNDER  SECRETARY  OF 
STATE  FOR  ECONOMIC  AND  AGRICULTURAL  AFFAIRS 

Ms.  Spero.  Very  good.  Thank  you,  Mr.  Chairman. 

I  have  a  written  testimony  that  I  would  like  to  submit  for  the 
record,  and  then  I  will  summarize  that,  if  I  may. 

Senator  Sarbanes.  The  full  statement  will  be  included  in  the 
record. 

Ms.  Spero.  Mr.  Chairman,  Senator  Kassebaum,  I  appreciate  the 
opportunity  to  testify  on  the  international  economic  policies  of  the 
Clinton  administration  and  the  Peace,  Prosperity  and  Democracy 
Act.  Specifically,  I  would  like  to  emphasize  that  our  broader  foreign 
policy  goals  are  captured  in  this  legislation.  Its  passage  is  a  top  pri- 
ority on  the  administration's  legislative  agenda. 

In  the  post-cold  war  era,  we  must  change  our  traditional  frame 
of  reference  and  take  into  account  more  vigorously  our  economic  in- 
terests. We  must  assure  our  competitiveness  and  demand  that 
other  countries  grant  us  access  to  their  markets  in  trade  and  in- 
vestment on  terms  no  less  favorable  than  we  give  to  them. 

The  administration's  integrated  policy  of  trade,  investment,  debt 
management  and  foreign  aid  focuses  on  open  world  trade  and  in- 
vestment as  the  best  path  to  worldwide  growth  and  economic  re- 
form. 

Our  focus  internationally  is  to  open  markets  for  all  countries,  en- 
sure fair  competition,  and  fight  protectionism  everywhere.  Our  suc- 
cessful conclusion  of  the  GATT  Uruguay  Round  has  enabled  us  to 
bring  the  international  trading  system  up  to  date.  With  NAFTA, 
we  have  taken  a  major  step  toward  a  single  North  American  mar- 
ket. In  APEC,  we  are  establishing  the  oasis  for  cooperation  in 
opening  markets  in  the  Asia-Pacific  region.  And  we  are  helping 
U.S.  exporters  directly  through  our  national  export  strategy. 

Mr.  Chairman,  I  want  to  assure  you  that  the  State  Department 
is  playing  an  active  role  in  the  formulation  of  the  international  eco- 
nomic policy  and  its  day-to-day  execution.  Led  by  Secretary  Chris- 
topher, State  Department  officials  understand  that  we  all  work  on 
what  he  has  called  the  America's  Desk.  We  are  pursuing  our  eco- 
nomic policy  objectives  and  improving  our  partnership  with  and 
promotion  of  American  business.  Each  day  our  Ambassadors  and 
our  275  Foreign  Service  posts  report  on  developments  that  affect 
our  businesses,  promote  exports,  and  support  market  opening  ef- 
forts. In  addition,  we  are  actively  helping  U.S.  exporters  directly 
through  our  national  export  strategy. 

The  administration  is  bringing  this  same  hard-headed  thinking 
to  bear  on  the  issue  of  foreign  assistance.  The  Peace,  Prosperity 
and  Democracy  bill,  proposed  by  the  administration,  is  designed  to 
connect  in  an  explicit  way  our  refocused  national  purpose  with 
complementary  foreign  assistance  activities.  It  puts  our  foreign  as- 
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sistance  authorities  in  a  framework  that  ties  our  overseas  pro- 
CTams  to  President  Clinton's  goals  for  our  Nation.  Let  me  briefly 
focus  on  the  authorities  that  relate  to  sustainable  development  and 
promoting  growth  through  trade  and  investment: 

Sustainable  development  strengthens  the  economic  structures 
that  societies  need  to  prosper  over  the  long  term.  It  provides  a  base 
for  stable,  peaceful  and  democratic  societies  and  helps  create  new 
export  markets.  Last  year  more  than  40  percent  of  our  exports 
went  to  developing  countries,  more  than  $180  billion.  By  the  end 
of  the  decade,  that  total  could  reach  $360  billion.  As  we  eliminate 
bottlenecks  to  growth  abroad  with  our  assistance  programs,  we  also 
actively  employ  the  Export-Import  Bank,  the  Overseas  Private  In- 
vestment Corporation,  and  the  Trade  and  Development  Agency.  We 
work  to  ensure  that  our  firms  benefit  fi-om  and  ultimately  reinforce 
growth  in  emerging  markets. 

The  administration  is  seeking  more  than  $1  billion  for  trade  and 
investment  programs  administered  by  the  Export-Import  Bank,  the 
Agriculture  Department,  Trade  and  Development  Agency,  and  the 
Overseas  Private  Investment  Corporation.  These  programs  achieve 
great  leverage:  EXIM  Bank's  $800  million  request  for  fiscal  year 
1995  in  subsidy  budget  authority  is  expected  to  support  $17.5  bil- 
lion in  loans,  guarantees  and  insurance.  OPIC's  $20  million  subsidy 
budget  should  generate  almost  $400  million  in  loans  and  guaran- 
tees. 

We  use  our  tied  aid  funds  to  level  the  playing  field.  We  work  to 
ensure  that  tied  aid  of  foreign  donors  does  not  unfairly  disadvan- 
tage U.S.  exporters'  ability  to  compete  in  major  developing  country 
markets.  Because  tied  aid  is  far  more  expensive  and  provides  less 
leverage  than  regular  EXIM  programs,  the  U.S.  has  negotiated  in 
the  OECD  a  series  of  progressively  stricter  limits  on  the  use  of 
trade  distorting  tied  aid  credits. 

Mr.  Chairman,  as  the  alternate  governor  to  the  multilateral  de- 
velopment banks,  I  want  to  stress  tnat  we  will  promote  our  assist- 
ance goals  and  standards  in  improving  these  institutions,  just  as 
in  turn,  we  rely  on  the  MDB's  to  promote  critical  U.S.  interests 
around  the  world.  Our  bilateral  and  multilateral  assistance  com- 
plement each  other.  Multilateral  development  banks  provide  us 
with  additional  leverage  provide  to  advance  our  policy  interests. 
The  MDB's  also  serve  as  a  dramatic  multiplier  of  lending  capacity 
at  a  time  when  our  bilateral  foreign  aid  budget  is  not  sufficient. 
The  banks  play  an  indispensable  role  in  promoting  economic  policy 
reform.  We  are  pleased  that  the  MDB's  have  come  as  far  as  they 
have  in  supporting  environmental  protection,  and  we  will  continue 
working  with  them  in  this  regard.  And  let  us  not  forget  that  the 
U.S.  exports  financed  by  the  MDB's  exceed  our  contributions  to 
those  institutions.  Unfortunately,  the  $847  million  in  U.S.  arrears 
undercuts  our  ability  to  shape  their  policy.  Our  influence  in  the 
MDB  is  at  risk. 

Mr.  Chairman,  continued  U.S.  leadership  in  providing  bilateral 
and  multilateral  assistance  and  maintaining  an  open  world  trading 
system  are  essential  to  reduce  the  threat  of  instability  in  the  inter- 
national, political,  and  economic  system.  By  reorienting  our  foreign 
assistance,  as  proposed  in  the  draft  Peace,  Prosperity  and  Democ- 
racy legislation,  and  fully  funding  our  commitments  to  cover  the 
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multilateral  development  banks,  we  can  make  a  major  contribution 
to  assuring  balanced  economic  growth,  good  governance,  environ- 
mental protection,  and  our  other  goals  for  the  world  of  the  21st 
century. 

Thank  you. 

[The  prepared  statement  of  Ms.  Spero  follows:] 

Prepared  Statement  of  Under  Secretary  of  State  Joan  Spero 

Mr.  Chairman,  Members  of  the  Committee,  I  appreciate  the  opportunity  to  testify 
on  the  international  economic  policies  of  the  Clinton  administration  and  the  Peace, 
Prosperity,  and  Democracy  Act.  Specifically,  Mr.  Chairman,  I  want  to  emphasize 
that  our  broader  foreign  policy  goals  are  captured  in  the  legislation.  Its  passage  is 
a  top  priority  on  the  administration's  legislative  agenda.  Tne  administration  wel- 
comes close  consultation  with  Congress  as  we  integrate  the  economic  and  political 
facets  of  our  foreign  policy.  U.S.  leadership  in  shaping  the  global  economic  frame- 
work is  essential  in  today's  world. 

U.S.  economic  prosperity  and  strength  underwrite  our  national  security.  During 
the  cold  war  our  economic  power  paid  for  our  military  establishment  and  enabled 
us  to  provide  significant  amounts  of  assistance  to  advance  political,  security,  and 
economic  goals.  Economic  policies — trade  policies  and  opening  investment  markets — 
were  subordinate  to  our  strategic  interests.  Now  we  must  change  our  traditional 
frame  of  reference  and  take  into  account  more  vigorously  our  economic  interest;  we 
must  rebuild  the  domestic  base  for  international  competitiveness,  push  hard  for  jobs 
and  exports  for  our  people  and  companies,  and  demand  that  other  countries  grant 
us  access  to  their  markets  in  trade  and  investment  on  terms  no  less  favorable  than 
we  give  to  them.  As  we  work  to  accomplish  foreign  policy  objectives  from  human 
rights  to  non proliferation  to  protection  of  the  environment,  our  economic  strength 
wul  determine  in  large  measure  how  much  leverage  we  have  to  produce  change  in 
noneconomic  areas.  In  short,  economics  has  acquired  a  new  centrality  in  U.S.  for- 
eign policy. 

administration  policy 

The  administration's  integrated  policy  of  trade,  investment,  debt  management, 
and  foreign  aid  focuses  on  open  world  trade  and  investment  as  the  best  path  to 
worldwide  growth  and  econonuc  reform.  We  are  pursuing  sound  macroeconomic  poli- 
cies and  our  deficit  reduction  program  has  resulted  in  dramatic  reductions  in  inter- 
est rates  contributing  to  our  recent  strong  economic  performance.  Our  global,  re- 
gional and  bilateral  efforts  are  complementary,  and  our  focus  is  to  open  markets  for 
all  countries,  ensure  fair  competition,  and  fight  protectionism  everywnere. 

— The  successful  conclusion  of  the  GATT  Uruguay  Round  has  brought  the 
international  trading  system  up  to  date  by  significantly  reducing  tariifs  and 
nontariff  barriers;  expanding  the  trade  regime  to  services,  intellectual  property 
and  investment;  setting  a  meaningful  framework  for  agricultural  trade;  and  es- 
tablishing a  world  trade  organization. 

— In  addition  to  removing  global  trade  barriers,  the  U.S.  is  also  pursuing  re- 
gional market  opening.  With  NAFTA,  we  have  taken  a  major  step  toward  a  sin- 
f;le  North  American  market.  The  APP]C  trade  and  investment  framework 
aunched  last  November  in  Seattle  lays  the  groundwork  for  cooperation  on  open- 
ing markets  in  the  Asia-Pacific  region,  increasingly  the  world's  most  important 
market. 

— Bilaterally,  the  U.S. -Japan  economic  framework,  our  economic  cooperation 
dialogue  with  Korea,  and  our  discussions  with  China  on  market  access  are 
aimed  at  providing  greater  opportunities  for  exports  of  American  goods  and 
services  to  these  crucially  important  markets. 

— In  addition  to  opening  markets  for  U.S.  goods,  services  and  capital,  we  are 
actively  helping  U.S.  exporters  directly  through  our  national  export  strategy. 
The  Trade  Promotion  Coordinating  Committee,  chaired  by  the  Department  of 
Commerce  and  involving  19  agencies,  spearheads  this  strategy.  As  exemplified 
by  the  recently  announced  $6  billion  sale  of  U.S.  airframes  to  Saudi  Arabia,  the 
administration,  from  the  president  on  down,  is  working  here  in  Washington  and 
around  the  world  to  help  American  business  compete  in  world  markets. 

I  want  to  assure  you  that  the  State  Department  is  playing  an  active  role  in  the 
formulation  of  the  administration's  international  economic  policy  and  its  day-to-day 
execution.  Led  by  Secretary  Christopher,  State  Department  officials  here  in  D.C.  un- 
derstand that  we  all  work  on  the  "America's  desk."  We  are  pursuing  our  economic 
policy  objectives  and  improving  our  partnership  with  and  promotion  of  American 
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business.  Each  day  our  275  Foreign  Service  posts  around  the  world  report  on  devel- 
opments that  affect  our  businesses,  promote  exports  and  support  market  opening  ef- 
forts. Our  Ambassadors  understand  that  supporting  U.S.  economics  and  business  in- 
terests is  a  key  part  of  their  job.  I  work  closely  to  ensure  that  economic  issues  are 
given  full  and  equal  consideration  in  policy  decisions. 

THE  PEACE,  PROSPERITY  AND  DEMOCRACY  ACT 

The  administration  is  bringing  this  same  hard-headed  thinking  to  bear  on  the 
issue  of  foreign  assistance.  For  40  years  that  assistance  was  shaped  by  our  cold  war 
interests.  This  administration  moved  quickly  to  reorient  and  restate  our  broad  na- 
tional goals;  it  proposes  to  reshape  U.S.  foreign  assistance  in  line  with  those  ends. 

The  peace,  prosperity  and  democracy  bill  proposed  by  the  administration  is  de- 
signed to  connect  in  an  explicit  way  our  refocused  national  purpose  with  com- 
plementary foreign  assistance  activities.  It  puts  our  foreign  assistance  authorities  in 
a  framework  that  ties  our  overseas  programs  to  president  Clinton's  goals  for  our  na- 
tion. Foreign  assistance  advances  the  security  and  well  being  oT  Americans  by 
strengthening  societies  and  economies  abroad. 

The  peace,  prosperity,  and  democracy  bill  is  broadly  categorized  as  follows: 

1.  Supporting  sustainable  development  programs  to  encourage  broad-based 
economic  growth,  protect  the  environment,  promote  popular  political  participa- 
tion, and  stabilize  world  population  growth. 

2.  Building  democracy  by  meeting  humanitarian,  political,  economic,  and  se- 
curity needs  of  countries  in  transition  to  democracy  and  of  countries  where  de- 
mocracy is  being  threatened. 

3.  Promoting  peace  through  U.S.  peacekeeping  contributions;  by  providing  as- 
sistance for  a  nonproliferation  and  aisarmamcnt  fund;  with  aid  to  meet  regional 
peace  and  security  objectives,  including  the  Middle  East  peace  process;  and 
through  funding  for  countcrnarcotics,  antiterrorism  and  international  crime  pre- 
vention. 

4.  Providing  humanitarian  assistance. 

5.  Promoting  U.S.  prosperity  and  growth  through  foreign  trade  and  invest- 
ment support  activities  such  as  the  programs  of  OPIC  and  the  Trade  and  Devel- 
opment Agency. 

6.  Advancing  diplomacy  through  State  Department  activities. 

Let  me  briefly  mention  how  each  element  of  this  framework  15  linked  to  our  for- 
eign policy  objectives: 

SUSTAINABLE  DEVELOPMENT 

Sustainable  development  strengthens  the  economic,  structures  that  societies  need 
to  prosper  over  the  long  term.  It  provides  a  base  for  stable,  peaceful  and  democratic 
societies.  Achieving  this  goal  also  has  a  strong  positive  impact  on  the  economy  of 
the  United  States.  Helping  the  developing  world  grow  directly  helps  U.S.  exporters, 
since  developing  countries  are  the  fastest  growing  market  for  U.S.  goods  and  serv- 
ices. Last  year  more  than  40  percent  of  our  exports  went  to  developing  countries, 
more  than  $180  billion.  By  the  end  of  the  decade  that  total  could  reach  $360  billion. 

PROMOTING  GROWTH  THROUGH  TRADE  AND  INVESTMENT 

Even  as  we  help  eliminate  bottlenecks  to  growth  abroad  with  our  development  as- 
sistance programs,  we  actively  employ  the  Export-Import  Bank  (EXIM),  the  Over- 
seas Private  Investment  Corporation  (OPIC)  and  the  Trade  and  Development  Agen- 
cy (TDA)  programs  through  the  interagency  Trade  Promotion  Coordinating  Comniit- 
tee  (TPCC)  process  to  mSte  sure  that  our  firms  benefit  from — and  ultimately  rein- 
force— growth  in  emerging  markets.  The  TPCC  is  pursuing  a  more  aggressive  pro- 
gram, including  a  major  effort  to  coordinate  U.S.  Government  resources  in  support 
of  U.S.  firms  bidding  on  overseas  contracts,  starting  pilot  one-stop  assistance  cen- 
ters, and  developing  a  more  flexible  approach  to  trade  finance.  OPIC  and  TDA  are 
authorized  in  the  peace,  prosperity  and  democracy  legislation,  while  EXIM  and  De- 
partment of  Agriculture  programs  are  authorized  separately. 

Our  international  affairs  (function  150)  programs  are  designed  to  draw  in  and  fa- 
cilitate an  active  role  by  our  own  firms.  The  administration  is  seeking  more  than 
$1  billion  for  trade  and  investment  programs  administered  by  the  Export-Import 
Bank,  the  Agriculture  Department,  the  Trade  and  Development  Agency  and  the 
Overseas  Private  Investment  Corporation.  These  programs  achieve  great  leverage: 
Eximbank's  $800  million  request  for  fiscal  year  1995  in  subsidy  budget  authority 
is  expected  to  support  $17.5  billion  in  loans,  guarantees,  and  insurance,  and  OPIC's 
$20  million  subsiay  budget  should  generate  almost  $400  million  in  loans  and  guar- 
antees. 
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We  use  our  EXIM  and  other  resources  carefully,  but  can  apply  them  if  necessary 
to  meet  competition.  We  use  our  tied  aid  funds  to  level  the  playing  field  and  ensure 
that  foreign  tied  aid  does  not  unfairly  disadvantage  U.S.  Exporters  ability  to  com- 
pete in  major  developing  country  markets. 

We  do  want  to  ensure  that  other  countries,  who  provide  80  percent  of  all  foreign 
assistance  dollars,  don't  use  their  aid  funds  unfairly  to  advance  their  export  com- 

getitiveness  at  our  firms'  expense.  For  this  reason,  the  U.S.  has  negotiated  in  the 
lECD  a  series  of  progressively  stricter  limits  on  the  use  of  trade  distorting  tied  aid 
credits.  The  United  States  aggressively  monitors  implementation  of  the  arrange- 
ment by  our  OECD  trading  partners,  and  we  challenge  foreign  deals  that  seem  to 
overstep  the  guidelines. 

PROMOTING  PEACE 

Our  assistance  helps  control  the  risk  of  destabilizing  wars  that  could  threaten  the 
international  order.  Promoting  peace  is  good  business  as  well  as  responsible  states- 
manship. No  one  has  forgotten  the  recessions  which  spranjg  from  Middle  East  insta- 
bility and  the  oil  price  shocks  of  1973-74  and  1979^0.  They  reduced  U.S.  growth 
rates  for  years  and  triggered  painful  economic  adjustments.  This  administration  is 
committed  to  pushing  forward  the  Middle  East  peace  process,  which  is  neithei  easy 
nor  without  cost,  but  which  has  seen  progress;  its  success  will  largely  depend  upon 
bringing  significant  economic  as  well  as  political  benefits  to  the  West  Bank  and 
Gaza,  and  to  the  region  as  a  whole. 

BUILDING  DEMOCRACY 

This  section  of  the  act  clearly  links  our  political  and  economic  goals.  Promoting 
democracy  in  Russia,  the  newly  independent  states  and  Eastern  Europe  also  directly 
benefits  the  United  States  economy  as  these  areas  become  open  to  American  trade 
and  investment.  For  example,  U.S.  exports  to  Eastern  European  nations  rose  from 
$329  million  in  1986  to  $1.3  billion  in  1992.  There  are  other  economic  stakes  as 
well.  Should  Russia  turn  away  from  economic  reform  and  transformation  there  will 
be  serious  political  costs — in  the  worst  case  scenario,  instability,  regional  tensions, 
and  a  setback  for  democracy  worldwide.  Instead  of  a  peace  dividend,  our  economy 
would  be  saddled  with  the  need  for  increased  defense  spending,  with  renewed  pres- 
sures on  the  Federal  deficit. 

PROVIDING  HUMANITARIAN  ASSISTANCE 

In  the  post-World  War  II  period  no  country  has  a  better  record  of  responding  to 
humanitarian  disasters  than  the  United  States.  The  desire  to  help  is  part  of  our  na- 
tional character.  In  today's  electronically  connected  world  the  images  of  suffering 
reach  us  with  a  speed  and  an  immediacy  that  require  a  quick  response.  This  admin- 
istration will  continue  to  refiect  the  charity  of  Americans  and  provide  help  where 
it  is  most  urgently  needed. 

MULTILATERAL  DEVELOPMENT  BANKS 

The  Peace,  Prosperity,  and  Democracy  Act  is  one  element  of  the  Clinton  adminis- 
tration's international  economic  policy  agenda.  It  sets  the  goals  and  standards  that 
we  will  pursue  with  other  donors  and  in  the  international  financial  institutions.  As 
the  alternate  governor  to  the  multilateral  development  banks,  I  want  to  stress  that 
we  will  promote  our  goals  and  standards  in  these  institutions,  just  as  in  turn,  we 
rely  on  the  MDB's  to  promote  critical  U.S.  interests  around  the  world. 

Our  bilateral  and  multilateral  assistance  complement  each  other.  In  particular, 
our  participation  in  the  multilateral  development  banks  provides  us  with  leverage 
to  advance  our  policy  interests.  By  pursuing  U.S.  policy  objectives  through  the 
MDB's,  we  strengthen  the  U.S.  voice  in  guiding  development  in  recipient  countries. 

The  MDB's  are  playing  an  indispensable  role  in  helping  countries  of  intense  inter- 
est to  U.S.  foreign  policy.  The  MDB's  have  been  a  highly  effective  mechanism  for 
achieving  U.S.  goals  of  policy  reform  in  the  developing  and  former  socialist  states. 
These  economies  are  largely  dominated  by  state-owned  enterprises,  nonmarket  price 
structures  and  legal  and  regulatory  environments  which  are  discriminatory,  ineffi- 
cient and  lead  to  stagnation.  MDB  lending  agreements  help  move  recipient  govern- 
ments to  change  these  impediments  to  development. 

The  MDB's  are  increasingly  involved  in  promoting  vital  social  goals  such  as  public 
health,  basic  education,  good  governance,  and  poverty  reduction.  They  also  are  play- 
ing a  much  stronger  role  in  environmental  protection  worldwide.  Two  decades  ago 
the  environment  was  a  footnote  in  the  MDB  dictionary,  today  each  MDB  has  adopt- 
ed an  environmental  agenda  and  set  out  environmental  impact  assessment  require- 
ments, thanks  largely  to  U.S.  pressure.  We  press  the  international  financial  institu- 
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tions  hard  to  avoid  ill-conceived  projects  with  large  resettlement  and  environmental 
disruption  side  effects.  We  are  pleased  that  the  MDB's  have  come  as  far  as  thev 
have  in  supporting  environmental  protection  and  we  will  continue  working  with 
them  in  this  regard. 

The  MDB's  also  financially  enhance  our  bilateral  programs.  The  MDB's  provide 
vital  support  in  regions  where  bilateral  programs  are  being  cut  and  serve  as  a  dra- 
matic multiplier  oi  lending  capacity  in  places  where  our  bilateral  foreign  aid  budget 
is  not  sufficient.  The  World  Bank  has  $1.37  billion  for  economic  reform  and  rehabili- 
tation in  Russia;  the  EBRD  will  provide  $2.1  billion  support  for  new  private  enter- 
prises in  Eastern  Europe  and  the  NIS;  and  the  IDB  is  devoting  $1.24  oillion  for  in- 
vestment sector  reforms  in  Latin  America.  The  World  Bank  is  ready  to  commit  $1 
billion  annually  to  support  the  economic  transition  in  South  Africa. 

Similarly  important,  the  MDB's  provide  an  umbrella  for  essential  donor  coordina- 
tion. The  World  Bank  routinely  manages  consultative  groups  for  major  aid  recipi- 
ents. The  bank,  for  example,  will  coordinate  over  $2  billion  in  bilateral  and  multilat- 
eral aid  for  the  occupied  territories  to  support  the  Middle  East  peace  process,  an 
area  of  critical  importance  to  the  United  States. 

Unfortunately,  U.S.  budget  stringency  hurts  our  ability  to  fund  the  MDB's  and 
therefore  shape  their  policies.  Our  influence  in  the  MDB's  is  at  risk.  Far  from  being 
their  most  dominant  contributor,  we  are  their  most  delinquent  donor  with  $847  mil- 
lion in  arrears.  And,  unlike  the  one-country-one-vote  UN  agencies,  in  the  MDB's  our 
voting  weight  is  linked  to  our  financial  contributions.  The  less  we  pay  the  less  we 
play. 

CONCLUSION 

Since  the  end  of  the  World  War  II  the  United  States  has  sought  open  global  mar- 
kets for  capital,  goods  and  services;  our  progress  toward  these  goals  has  resulted 
in  the  greatest  era  of  economic  growth  in  history.  To  ensure  that  world  markets  con- 
tinue to  open  and  grow,  we  are  pursuing  in  many  different  fora  the  fuller  engage- 
ment of  the  countries  in  transition  and  in  the  developing  world.  Aid  recipient  coun- 
tries of  the  developing  world  and  the  former  Soviet  Union  now  account  for  50  per- 
cent of  the  world  GNP  and  85  percent  of  world  population.  We  have  an  interest  in 
supporting  the  countries  which  are  struggling  in  their  transition  to  democracy.  In 
addition,  their  increase  in  numbers  and  purchasing  power  will  create  great  opportu- 
nities for  U.S.  business.  We  cannot  overlook  these  developing  and  transition  coun- 
tries. 

Continued  U.S.  leadership  in  providing  bilateral  and  multilateral  assistance,  and 
insistence  on  the  maintenance  ol  an  open  world  trading  system  are  essential  to  re- 
ducing the  threat  of  instability  in  the  international  political  and  economic  system. 
The  world  community  cannot  afford  more  failed  states  whose  societies  and  econo- 
mies have  fallen  apart.  Safeguarding  U.S.  prosperity  will  also  require  the  continu- 
ation of  strong  growth  in  the  developing  countries,  and  revitalization  of  the  econo- 
mies of  Europe  and  Japan.  By  reorienting  our  foreign  assistance  as  proposed  in  the 
draft  peace,  prosperity,  and  democracy  legislation  and  fully  funding  our  commit- 
ments to  cover  the  multilateral  development  banks,  we  can  make  a  major  contribu- 
tion to  assuring  balanced  economic  growth,  good  governance,  environmental  protec- 
tion, and  our  other  goals  for  the  world  of  the  21st  century. 

Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  Thank  you  very  much.  Secretary  Summers. 

STATEMENT  OF  LAWRENCE  H.  SUMMERS,  UNDER  SECRETARY 
FOR  INTERNATIONAL  AFFAIRS 

Mr.  Summers.  Thank  you  very  much,  Mr.  Chairman,  Senator 
Kassebaum.  I  have  a  longer  statement  that  I  will  submit  for  the 
record. 

Senator  Sarbanes.  The  full  statement  will  be  included  in  the 
record. 

Mr.  Summers.  If  you  have  a  copy  of  my  testimony,  at  the  end  it 
includes  a  several  charts  that  I  will  refer  to  in  the  course  of  this 
brief  presentation. 

I  am  going  to  talk  about  the  importance  of  the  developing  world 
and  the  importance  of  strong  support  for  the  MDB's  as  a  key  com- 
ponent of  U.S.  policy  toward  the  developing  world.  The  developing 
world  represents  tremendous  opportunity  for  the  United  States. 
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U.S.  exports  to  these  countries  have  more  than  doubled  since 
1987.  They  now  account  for  40  percent  of  total  exports,  and  they 
represent  some  3  million  jobs  each  year,  and  it  is  in  the  developing 
world  where  most  of  the  world's  future  economic  growth  is  going 
to  come. 

One  just  need  compare  the  7-percent  growth  rates  in  many  Asian 
countries  with  the  stagnation  now  underway  in  Europe. 

But  at  the  same  time  that  the  developing  world  represents  a  tre- 
mendous opportunity,  it  also  involves  tremendous  risks.  I  would 
refer  anyone  here  who  has  not  read  it  to  a  recent  study  in  the  "At- 
lantic Monthly"  by  Robert  Kaplan,  entitled,  "The  Coming  Anarchy." 

It  speaks  oi  the  risks  of  future  Somalias  emerging  from  problems 
of  governance,  problems  of  shortage  of  resources,  problems  of  lack 
of  economic  development. 

Secretary  Christopher  has  emphasized  that  preventive  diplomacy 
is  a  key  element  of  U.S.  foreign  policy,  and  I  would  suggest  that 
support  for  economic  development  through  the  MDB's  represents  a 
critical  tool  of  preventive  diplomacy  in  producing  the  prosperity 
that  ultimately  underwrites  both  stability  and  peace. 

Let  me  turn  more  directly  to  the  MDB's.  In  the  world  of  today, 
where  government  resources  are  short  and  where  we  have  an  in- 
creased appreciation  of  the  importance  of  market  forces,  there  is  a 
strong  rationale  for  channeling  foreign  assistance  through  multilat- 
eral development  banks. 

On  the  one  hand,  they  are  multilateral.  So  U.S.  resources  are 
multiplied  by  the  contributions  of  other  countries;  on  the  other, 
they  are  levered  because  much  of  the  resources  that  are  provided 
represent  loans. 

As  you  can  see  in  the  first  chart  that  I  have  provided,  the  $2  bil- 
lion in  U.S.  contributions  to  the  MDB's  supports  $45  billion  a  year 
in  projects  that  are  undertaken  in  the  developing  world,  a  leverage 
of  23  to  1. 

That  $45  billion  far  exceeds  what  we,  or  indeed  what  any  other 
nation,  is  able  to  do  in  its  bilateral  assistance  effort. 

These  resources  address  a  variety  of  U.S.  foreign  policy  priorities, 
from  the  $7  billion  that  have  gone  to  Eastern  and  Central  Europe 
to  the  $1.8  billion  provided  for  environmental  cleanup  by  the  World 
Bank  in  connection  with  NAFTA  to  the  World  Bank's  central  role 
in  aid  coordination  in  the  Middle  East  to  IDA's  planned  substantial 
contributions  and  $11  billion  to  sub-Saharan  Africa. 

At  the  same  time  that  these  institutions  are  meeting  our  critical 
foreign  policy  priorities,  they  are  supporting  employment  here  at 
home. 

As  the  second  chart  illustrates,  we  estimate  that  the  direct  ac- 
tivities of  the  MDB's  in  supporting  liberalization  and  in  generating 
procurement  account  for  $7.7  billion  in  U.S.  exports  for  146,000 
jobs. 

To  be  sure,  there  are  important  respects  in  which  the  perform- 
ance of  these  institutions  can  be  brought  more  in  line  with  U.S.  ob- 
jectives. Secretary  Bentsen,  in  his  testimony  to  Congress  last  year 
seeking  support  for  the  MDB's,  outlined  a  five-point  agenda. 

First,  more  effective  project  design  and  implementation.  We  sup- 
ported the  actions  that  the  MDB's  have  taken  in  this  regard,  most 
notably  the  World  Bank's  follow  up  to  the  so-called  Wapenhans  re- 
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port,  and  we  have  insisted  that  there  be  similar  reports  in  each  of 
the  regional  banks. 

And  those  reports  will  be  discussed  in  the  context  of  each  of  the 
regional  bank's  annual  meetings  this  spring.  The  result  will  be 
more  people  in  the  field. 

The  followups  to  these  reports  will  also  result  in  more  effective 
supervision  of  projects  so  that  the  culture  in  these  institutions 
moves  toward  one  where  thev  drink  champagne  after  some  develop- 
ment has  been  accomplished,  rather  than  after  projects  have  been 
brought  to  the  board. 

Second,  greater  transparency  and  openness.  This  has  been  a  con- 
cern of  Congress's  for  some  time  and  reflects  critical  American  val- 
ues. 

I  am  pleased  to  say  that,  not  without  a  very  substantial  effort 
on  some  of  my  colleagues'  parts,  we  were  successful  in  developing 
a  consensus  for  a  substantially  more  open  information  policy  at  the 
World  Bank,  and  that  the  World  Bank  also  agreed  to  set  up  an 
independent  inspection  panel,  the  members  of  whom  will  be  an- 
nounced within  a  very  short  period  of  time.  It  would  concentrate 
particularly  on  the  environmental  aspects  of  projects. 

As  the  various  regional  banks  move  toward  their  capital  in- 
creases, I  anticipate  over  the  next  year  that  similar  mechanisms  di- 
rected at  open  information  policy  and  at  independent  inspection 
panels  will  become  part  of  the  operations  of  each  of  the  regional 
banks. 

Third,  Secretary  Bentsen  emphasized  the  importance  of  encour- 
aging the  MDB's  to  focus  their  energies  on  poverty  reduction  and 
on  sustainable  development. 

Support  from  the  MDB's  for  human  needs  represents  $15.5  bil- 
lion annually.  That  is  nearly  seven  times  the  basic  human  needs 
effort  that  we  are  able  to  manage  with  our  own  bilateral  assistance 
programs. 

We  are  particularly  concerned  with  expanding  the  access  of  the 
poor  and  expanding  the  access  of  women  to  support  for  meeting 
basic  human  needs.  An  important  area  where  the  MDBS  are  in- 
creasing substantially  their  effort  with  U.S.  effort  is  family  plan- 
ning. 

We  are  pleased  at  the  nascent  efforts  that  the  World  Bank  in 
particular  has  made  to  strengthen  small-scale  enterprises,  such  as 
a  recent  grant  to  the  Grameen  Trust  of  Bangladesh.  We  are  press- 
ing actively,  and  I  am  cautiously  optimistic  that  we  will  succeed, 
so  that  I  will  be  able  to  report  next  year  on  the  establishment  in 
at  least  some  of  the  MDB's  of  small  projects  facilities  that  promote 
local  environmental  and  poverty  reduction  initiatives  and  strength- 
en outreach  to  local  nongovernment  organizations  and 
microenterprises. 

Fourth,  multilateral  development  bank  support  for  strategic  glob- 
al initiatives.  As  I  have  already  made  clear,  the  banks  are  carrying 
a  large  part  of  the  burden  for  the  world's  efforts  at  economic  recon- 
struction in  the  Middle  East,  at  economic  reconstruction  in  Russia, 
and  at  economic  reconstruction  in  the  other  countries  of  the  former 
Soviet  Union. 

And  I  would  say  in  the  case  of  Russia  that  as  the  outlook  for  in- 
flation becomes  more  difficult,  the  importance  of  the  kind  of  struc- 
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tural  changes  that  the  World  Bank  and  the  other  banks  support 
through  their  lending  activities  will  only  increase. 

Finally,  we  are  working  hard  to  expand  the  opportunities  for 
U.S.  business  through  the  multilateral  development  banks.  I  al- 
ready mentioned  the  MDB  procurement.  The  United  States  is  the 
largest  recipient  of  such  procurement. 

I  would  also  mention  that  in  their  private  sector  activities,  it  is 
American  firms  that  are,  for  example,  by  far  the  largest  joint  ven- 
ture partners  of  the  EBRD  in  its  business  activities  in  Eastern  Eu- 
rope and  in  Russia,  and  that  the  Department  of  Commerce  is  mov- 
ing, as  part  of  Secretary  Brown's  export  promotion  efforts,  to  con- 
solidate all  support  for  U.S.  firms  as  they  work  with  the  MDB's  in 
a  single  office. 

Finally,  we  have  made  progress  in  restraining  MDB  operating 
costs  in  a  long  overdue  step.  I  am  pleased  to  report  that  first-class 
air  travel  has  now  been  effectively  eliminated  at  both  the  World 
Bank  and  the  IMF,  as  well  as  the  regional  banks. 

But  we  have  a  growing  problem  in  maintaining  our  influence. 
The  United  States  is  the  only  major  country  that  is  not  paying  the 
MDB's  what  we  owe  and  what  we  have  promised.  These  arrears  in- 
creased by  $473  million  last  year  and  now  total  $847  million. 

If  we  want  to  preserve  U.S.  leadership,  if  we  want  these  institu- 
tions to  respond  to  our  initiatives,  the  least  we  can  do  is  to  pay  our 
dues.  We  cannot  continue  to  receive  the  very  considerable  benefits 
from  these  institutions  if  we  do  not  meet  our  financial  commit- 
ments. 

That  is  why  the  administration  has  proposed  as  an  urgent  prior- 
ity to  eliminate  over  a  4-year  period  U.S.  arrears  at  the  same  time 
that  we  meet  our  obligations  to  the  multilateral  development 
banks,  and  those  efforts  should  start  this  year. 

Finally,  Mr.  Chairman,  I  would  just  like  to  highlight  the  four 
new  arrangements  where  the  administration  will  be  seeking  au- 
thorizing legislation.  The  IDB  is  up  for  a  capital  increase  this  year. 

We  expect  that  negotiation  to  be  concluded  within  the  next  few 
weeks.  The  bank  will  commit  itself,  in  the  course  of  that  negotia- 
tion, to  vastly  expanded  efforts  in  the  social  sector. 

The  American  contribution,  because  of  a  variety  of  changes  in  fi- 
nancial technique,  will  be  significantly  lower  than  American  con- 
tributions to  the  bank  have  been  in  the  past. 

We  are  also  seeking  authorization  for  replenishing  the  African 
development  fund,  a  major  source  of  concessional  resources  in  Afri- 
ca. An  important  condition  for  our  support  will  be  an  improvement 
in  the  quality  of  the  development  activities  of  that  fund. 

I  should  say  that  those  efforts  to  support  Africa  will  be  com- 
plemented by  the  debt  initiatives  that  the  administration  under- 
took last  year  and  is  continuing  this  year. 

We  are  requesting  authorization  for  the  Global  Environmental 
Facility — the  GEF.  Both  the  Congress  and  the  administration  are 
committed  to  improving  the  global  environment,  and  the  GEF  is  an 
essential  step  in  that  direction. 

We  are  insisting,  as  the  negotiations  continue — and  I  am  hopeful 
that  they  are  getting  near  the  end — that  a  variety  of  U.S.  prior- 
ities, in  terms  of  openness,  in  terms  of  disclosure,  in  terms  of  ap- 
propriate scrutiny  of  projects,  be  respected. 
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Without  those  it  would  be  inappropriate  and  irresponsible  for  us 
to  support  the  GEF.  But  with  those,  I  believe  that  the  GEF  can 
and  will  serve  as  a  centerpiece  for  international  efforts  to  support 
conventions  on  climate  change  and  biodiversity,  as  well  as  efforts 
to  combat  ozone  depletion  and  the  degradation  of  international  wa- 
ters. 

Finally,  the  administration  is  seeking  authorization  and  appro- 
priation of  $100  million  over  15  years  for  the  enhanced  structural 
adjustment  facility— ESAF— of  the  IMF.  That  is  the  IMF's  window 
for  the  poorest  countries  paralleling  IDA  at  the  World  Bank. 

The  original  ESAF  was  established  in  response  to  valid  criticism 
from  the  Congress  and  others  that  the  IMF  was  doing  too  little  for 
the  world's  poorest  countries. 

It  has  made  a  real  contribution  to  stability  in  a  number  of  Afri- 
can countries,  and  I  believe  at  a  very  low  price  to  the  United  States 
on  the  order  of  $7  million  a  year  starting  in  1997.  It  is  a  superb 
investment  for  the  United  States. 

We  are  also  participating  in  negotiations  for  a  capital  increase  in 
the  Asian  development  bank,  but  those  will  not  have  budgetary 
consequences  in  fiscal  year  1995. 

Finally,  Mr.  Chairman,  this  is  a  pivotal  year  for  multilateral  de- 
velopment banks.  The  administration  has  sought  full  funding  and 
has  sought  a  program  of  making  up  the  arrears. 

If  we  are  not  able  to  embark  on  such  a  program  this  year,  it  is 
likely  to  force  a  substantial  reduction  in  American  commitments  to 
these  institutions,  which  would  also  lead  to  substantial  reductions 
in  other  nations'  commitments  to  the  institutions  and  I  believe  a 
disastrous  reduction  in  the  world's  development  efforts  with  very 
serious  economic  and  ultimately  social  consequences. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Summers  follows:] 

Prepared  Statement  of  Lawrence  H.  Summers 

Introduction 

Mr.  Chairman.  I  welcome  this  opportunity  to  testify  before  the  Committee. 

The  challenge  to  this  administration  to  prepare  a  foreign  assistance  budget  that 
properly  reflects  our  priorities  in  the  post  cold-war  era  is  great.  It  is  now  clear  that 
economic  security  provides  the  greatest  national  security.  This  is  demonstrated  by 
increasing  global  interdependence,  greater  opportunities  for  trade,  and  the  over- 
riding influence  of  economic  policy. 

As  we  worry  less  about  superpower  confrontation,  we  find  both  the  greatest  oppor- 
tunities and  the  most  serious  threats  coming  from  developing  and/or  transforming 
economies.  U.S.  participation  in  the  international  financial  institutions  together 
with  our  trade  policy,  arc  the  most  effective  tools  we  have  for  addressing  U.S.  inter- 
ests in  the  developing  world. 

The  Developing  World:  Opportunities  and  Challenges 

Opportunities  are  great  because  of  the  promising  growth  many  developing  coun- 
tries are  achieving,  the  appetite  for  trade  created  by  this  growth,  and  the  general 
expansion  of  these  countries'  role  in  and  importance  to  the  global  economy.  A  large 
and  growing  share  of  the  world's  economic  activity  now  takes  place  in  developing 
countries. 

Developing  countries  account  for  over  85  percent  of  the  world's  population  and  al- 
most one-half  of  global  purchasing  power.  Five  of  the  twelve  largest  economies  are 
in  developing  countries.  U.S.  exports  to  these  countries  have  more  than  doubled  in 
a  6-year  period,  ballooning  from  $73  billion  in  1987  to  $186  billion  in  1993.  U.S. 
exports  to  the  developing  world  now  account  for  40  percent  of  our  total  experts  and 
are  responsible  for  creating  or  sustaining  some  3  million  U.S.  jobs  each  year. 


160 

But  the  challenges  that  developing  countries  face  also  bring  profound  threats  to 
global  stability  and  prosperity.  Growth  and  change  are  stressful,  often  resulting  in 
political,  economic  and  social  disruption.  However,  resistance  to  change  and  reform 
is  no  less  risky. 

Clearly  the  overall  outlook  is  fragile,  and  critical  problems  remain.  More  than  one 
billion  people  still  confront  severe  poverty,  and  population  growth  continues  at  hi^ 
levels.  Economic  and  social  progress  in  Africa  is  particularly  disajppointing.  Far  too 
little  attention  is  still  accorded  to  environmental  problems,  and  far  too  few  people 
realize  the  benefits  of  democratic  and  participatory  government.  The  trauma  of  re- 
form in  some  countries  and  the  absence  of  it  in  others  leads  people  in  the  most  des- 
perate straights  to  look  for  a  better  life,  creating  an  ongoing  refugee  problem.  And 
the  stress  of  change  puts  institutions  at  risk  of  collapse,  creating  a  crisis  of  their 
own. 

As  developing  countries  and  countries  undergoing  transformation  seek  to  advance 
and  sustain  the  progress  they  have  made — and  as  we  tackle  the  difficult  task  of 
helping  those  who  lag  far  behind — strong  external  support  for  the  evolution  of  free 
markets  and  democracy  will  be  critical. 

As  I  will  discuss  in  more  detail  in  a  few  moments,  the  international  financial  in- 
stitutions offer  us  the  best  vehicles  to  provide  this  support.  That  is  why  this  admin- 
istration's commitment  to  these  institutions  is  so  strong.  Through  theni,  we  take  on 
a  vital,  but  shared  role  in  advancing  economic  opportunities  overseas,  in  promoting 
sustainable  development,  and  in  furthering  the  broader  U.S.  vision  of  the  world. 
Through  them,  we  have  our  best  chance  to  move  toward  a  world  in  which  a  "putting 
people  first"  market-oriented  strategy  is  realized. 

The  Role  of  the  International  Financial  Institutions 

The  importance  of  these  institutions  to  U.S.  interests  is  clearly  reflected  in  the 
budget  request  for  the  international  financial  institutions  put  forward  by  the  Clin- 
ton administration  for  fiscal  year  1995.  This  administration  has  taken  the  consid- 
ered position  that  the  international  financial  institutions  merit  strong  U.S.  support, 
and  we  should  demonstrate  this  support  not  only  by  honoring  our  current  and  past 
commitments,  but  also  by  joining  in  new  commitments  to  several  of  the  regional  de- 
velopment banks,  the  Global  Environment  Facility  and  the  IMF. 

I  want  to  discuss  in  more  detail  why  we  believe  these  institutions  and  our  role 
in  them  are  so  vital  to  U.S.  interests,  as  well  as  to  apprise  you  of  how  we  are  faring 
in  our  efforts  to  revitalize  and  strengthen  these  institutions.  And,  as  you  requested, 
I  would  like  to  brief  you  on  several  capital  increase  and  replenishment  negotiations 
now  underway. 

The  "Leverage"  of  the  Multilateral  Development  Banks 

The  expansion  of  U.S.  interests  in  the  developing  world  and  our  budget  realities 
make  it  more  important  than  ever  to  maximize  tne  leveraging  of  U.S.  resources.  The 
multilateral  development  banks  (MDB's)  have  two  clear  advantages.  First,  their 
multilateral  character  and  financial  and  technical  capacity  make  them  the  most  ef- 
fective aid  instrument  for  encouraging  developing  countries  to  undertake  the  eco- 
nomic policy  reforms  necessary  to  become  free  market-oriented  democracies. 

Second,  there  is  the  very  considerable  "leveraging  effect"  of  U.S.  contributions.  For 
every  dollar  in  the  administration's  FY  1995  budget  request  for  the  MDB's,  the 
banks  will  lend  more  than  $22  this  year.  Our  $2  billion  request  compares  with 
roughly  $45  billion  in  new  MDB  lending  this  year. 

Leveraging  is  particularly  high  in  tne  "hard  loan"  windows  such  as  the  World 
Bank  which  has  lent  $122  for  every  dollar  of  U.S.  paid-in  capital.  Leveraging  is  also 
significant  in  the  "soft,  loan"  windows  for  the  poorest  countries  where,  for  example, 
IDA  is  able  to  lend  six  dollars  for  every  dollar  contributed  by  the  United  States. 

Because  the  MDB's  are  so  cost  effective,  their  impact  extends  far  beyond  their  ten 
percent  share  of  the  administration's  foreign  assistance  request.  We  rely  heavily  on 
the  banks  to  address  critical  U.S.  interests  around  the  world. 

Examples  include: 

•  $7  billion  in  IBRD  lending  commitments  to  Eastern  and  Central  Europe 
over  the  last  four  years; 

•  the  recent  World  Bank  agreement  to  provide  $1.8  billion  over  three  years 
for  Mexico  (a  key  component  in  environmental  clean-up  efforts  along  our 
shared  border); 

•  IDA'S  planned  concessional  credits  of  up  to  $11  billion  for  Sub-Saharan 
Africa  over  the  next  three  years; 

•  the  World  Bank's  central  advisory,  aid-coordination,  and  financing  roles  in 
Gaza  and  Jericho,  helping  enhance  Middle  East  peace  efforts; 
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•  expanded  MDB  support  for  environmental  protection — more  than  $2.8 
billion  last  year  and  projected  to  rise  rapidly;  and 

•  increased  MDB  support  for  human  resource  development — over  the 
next  three  years,  the  World  Bank  expects  to  lend  more  than  $14.5  billion  for 
education,  population,  health  and  nutrition. 

The  MDB's  Benefit  U.S.  Business 

The  MDB's  also  promote  development  in  a  way  that  provides  substantial  benefits 
to  U.S.  business. 

On  an  annual  basis,  U.S.  companies  have  received  MDB-financed  procurement 
amounting  to  more  than  $2.7  billion.  This  is  $1.2  billion  more  than  the  United 
States  contributed  to  the  banks  in  the  past  fiscal  year. 

U.S.  business  also  benefits  from  MDB  support  for  economic  reform  that  expands 
the  import  capacity  of  MDB  borrowers.  We  believe  that  U.S.  exports  which  are  at- 
tributable to  such  MDB  programs  are  on  the  order  of  $5  billion  a  year. 

We  estimate  that  the  $7.7  billion  in  U.S.  exports  generated  through  the  MDB's 
each  year  create  or  sustain  at  least  146,000  U.S.jobs. 

The  positive  results  of  MDB  supported  reform  can  be  seen  in  the  successful  resur- 
gence of  growth  in  Latin  America,  a  region  supported  by  over  $60  billion  in  World 
Bank  and  Inter-American  Development  Bank  lending  over  the  last  six  years  and 
now  the  fastest  growing  market  for  U.S.  exports. 

The  MDB  presence  in  borrowing  countries  also  helps  establish  a  sound  enabling 
environment  for  U.S.  industrial  and  financial  investors.  The  viability  of  many  of  our 
bilateral  programs  relies  heavily  on  the  MDB's.  For  example,  the  MDB's  have 
loaned  $57  billion  over  the  last  three  years  to  the  10  developing  countries  where 
the  Export-Import  Bank  exposure  is  largest. 

The  fact  that  the  MDB's  provide  enormous  benefits  to  U.S.  business  in  no  way 
detracts  from  the  fact  that  sustainable  development,  including  economic  opportunity 
for  the  poor  protection  of  the  environment,  central  to  the  MDB's'  development  agen- 
da. 

Strengthening  MDB  Performance 

As  the  largest  single  donor  to  the  MDB's,  and  with  such  an  important  stake  in 
their  effectiveness,  the  United  States  must  lead  in  setting  MDB  policies  and  prior- 
ities. 

Democratic  and  Republican  administrations  have  played  key  roles  in  establishing 
and  strengthening  the  MDB  system.  The  Clinton  administration  is  now  actively 
working  to  address  weaknesses  in  this  system  and  improve  its  effectiveness.  We 
have  heard  and  are  acting  upon  the  concerns  raised  in  the  Congress  and  elsewhere. 
Our  fundamental  goal  is  to  maximize  the  developmental  impact  of  MDB  operations. 

Last  year  we  outlined  the  five-point  agenda  for  change.  We  believe  we  have  done 
very  well,  but  we  still  want  more  progress  in  several  key  areas. 

I  would  like  to  review  in  detail  our  efforts  on  the  five-point  agenda. 

(1)  More  effective  project  design  and  implementation.— Over  the  past  year,  we  have 
urged  all  of  the  MDB's  to  take  measures  to  improve  the  management  of  their  devel- 
opment programs.  We  supported  strongly  the  "Wapenhans"  process  in  the  World 
Bank  and  are  pressing  for  vigorous  implementation  of  the  action  plan  adopted  in 
July  1993  to  improve  project  performance.  This  entails  strengthening  both  the  qual- 
ity of  projects  at  the  entry  level  and  the  management  of  project  implementation.  We 
are  working  to  advance  similar  reforms  in  the  regional  MDB's. 

(2)  Greater  Transparency  and  Openness. — The  administration  has  actively  pro- 
moted greater  transparency  in  MDB  operations.  We  were  successful  in  developing 
the  necessary  consensus  among  governments  for  a  substantially  more  open  Informa- 
tion policy  at  the  World  Bank.  The  new  policy,  approved  in  August  1993,  establishes 
a  puolic  information  center  and  significantly  expands  the  scope  of  technical  and 
other  information,  including  environmental  assessments,  made  available  to  the  pub- 
lic for  all  Bank  projects  under  preparation.  Key  documents  currently  restricted  to 
member  governments  will  also  be  made  available  to  the  public  once  the  projects  are 
approved  by  the  Executive  Board.  Ensuring  full  implementation  of  the  new  policy, 
and  also  getting  similar  policies  adopted  by  the  Executive  Boards  of  regional  MDB's, 
are  major  administration  priorities. 

The  World  Bank  Executive  Board  also  approved  in  September,  1993,  the  estab- 
lishment of  an  independent  inspection  panel  to  address  public  concerns  about 
whether  the  Bank  is  observing  its  own  policies,  rules  and  procedures  in  the  design, 
appraisal  and/or  implementation  of  its  operations.  The  panel  will  consist  of  three 
members  and  will  receive  requests  for  inspection  presented  by:  (1)  parties  affected 
by  Bank  projects  or  (2)  any  Executive  Director. 
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(3)  Sustainable  Development. — We  encouraged  the  steps  taken  by  the  MDB's  to 
strengthen  their  i>overty  reduction  efTorts.  The  MDB  loans  support  basic  human 
needs  that  have  increased  to  more  than  $15.5  billion  annually,  nearly  seven  times 
the  basic  human  needs  elements  in  our  own  bilateral  assistance  program.  We  now 
want  these  reinforced  by  even  greater  efforts  to  expand  the  access  of  the  poor  to 
social  services,  including  primary  health  care  and  basic  education.  There  also 
needs  to  be  a  much  stronger  MDB  effort  on  family  planning. 

We  are  actively  promoting  other  fundamental  development  priorities  such  as 
greater  stress  on  country  perform^ance  and  market  forces,  and  renewed  empha- 
sis on  good  governance,  promotion  of  private  enterprise,  and  protection  of  the 
environment. 

We  are  pressing  the  MDB's  to  be  more  pro-active  in  seeking  out  opportunities  for 
public  participation  in  all  aspects  of  their  lending  activities  and  decisions,  par- 
ticularly among  people  who  will  be  affected  by  their  projects.  This  is  good  develop- 
ment policy.  It  also  strengthens  project  quality  and  local  commitment  to  the  success 
of  projects. 

The  United  States  has  led  efforts  to  strengthen  environmental  performance  in 
all  the  MDB's.  It  shows  an  annual  lending  for  the  environment  at  $2.8  billion. 

We  consider  it  essential  that  the  MDB's  work  in  partnership  with  their  borrowers 
to  incorporate  environmental  considerations  into  national  development  strategies 
and  individual  bank  projects.  Wc  are  encouraged  by  the  seriousness  with  which  the 
MDB's  are  now  responding  to  this  challenge. 

The  World  Bank  has  made  major  strides,  establishing  strong  policies  on  environ- 
mental assessment,  agriculture,  water  resources  management,  energy  efficiency  and 
the  power  sector,  and  forestry.  Replication  of  these  policies,  which  will  improve 
project  quality  and  spur  more  sustainable  growth  in  the  regional  MDB's,  is  an  ad- 
ministration priority. 

More  remains  to  be  done.  The  MDB's  need  to  move  more  aggressively  in  fully  im- 
plementing the  sound  environmental  policies  they  are  adopting.  Environment  must 
be  more  clearly  established  as  a  central  and  integrated  component  of  their  policy 
dialogue  and  lending  strategy  with  borrowers. 

We  were  pleased  at  the  World  Bank's  recent  $2  million  grant  to  the  Grameen 
Trust  of  Bangladesh.  Wc  will  also  be  pressing  for  the  establishment  of  a  World 
Bank  small  projects  facility  to  promote  local  environmental  and  poverty  reduc- 
tion initiatives  and  strengthen  outreach  to  local  NGO's  and  microenterprises.  This 
could  complement  the  existing  small  grants  program,  which  promotes  discussions 
and  dissemination  of  information,  by  ensuring  that  local  communities  and  NGO's 
are  actively  involved  in  setting  development  priorities  and  implementing  local 
projects. 

(4)  MDB  Support  for  Strategic  Global  Initiatives. — In  helping  to  broaden  and 
deepen  economic  recovery  in  Latin  America,  promote  reform  in  Eastern  Europe  and 
the  former  Soviet  Union,  reduce  poverty  in  Africa  and  Asia,  and  catalyze  develop- 
ment in  the  West  Bank  and  Gaza  Strip,  the  MDB's  are  providing  vital  support  for 
U.S.  global  objectives  on  a  scale  that  cannot  be  replicated  by  our  bilateral  programs. 

(5)  Expanding  Opportunities  for  U.S.  business  through  the  Banks. — The  United 
States  receives  the  largest  share  of  MDB-financed  procurement.  As  noted  earlier, 
U.S.  companies  have  on  an  annual  basis  received  MDB4inanced  procurement 
amounting  to  more  than  $2.7  billion.  The  administration  is  engaged  in  a  major  out- 
reach effort  to  further  increase  U.S.  business  awareness  of  the  opportunities  gen- 
erated by  the  MDB's. 

In  another  key  area,  the  United  States  is  working  with  other  members  to  promote 
sound  MDB  financial  management  and  to  control  MDB  operating  costs.  Recent 
positive  developments  include: 

•  the  elimination  of  first  class  air  travel.  At  the  World  Bank,  changes  in 
travel  policy  enacted  in  1993  will  save  an  estimated  $18  million  annually.  Sav- 
ings at  the  EBRD  will  exceed  $4  million. 

•  the  World  Bank's  plan  for  zero  real  budget  growth  over  the  3-year  FY 
1995-97  period;  and 

•  strategic  reorganization  at  the  EBRD,  with  stronger  country  focus  as  well 
as  reduced  staffing. 

Our  achievements  over  the  last  year  in  improving  MDB  performance  were  made 
possible  by  the  effective  exercise  of  U.S.  leadership  and  leverage  with  other  member 
countries.  We  still  face  an  ambitious  development  agenda  ahead.  However,  U.S.  ar- 
rears to  the  MDB's  now  jeopardize  our  ability  to  retain  influence  over  MDB  policies 
and  operations. 
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The  Problem  of  U.S.  Arrears 

In  real  dollar  terms,  U.S.  funding  for  the  MDB's  has  fallen  by  40  percent  since 
1978.  Yet  in  an  era  when  continued  neavy  U.S.  reliance  on  the  MUB's  appears  inev- 
itable, we  find  ourselves  with  large  and  growing  arrears  on  our  internationally  nego- 
tiated funding  commitments  to  these  institutions. 

The  UnitecT States  is  the  only  major  donor  country  with  substantial  MDB  arrears. 
These  arrears  increased  by  $473  million  last  year  and  now  total  $847  million.  If  we 
want  to  preserve  U.S.  leadership  and  safeguard  the  very  considerable  benefits  we 
receive  from  the  MDB  system — and  also  to  continue  to  succeed  in  our  efforts  to 
strengthen  the  MDB's — we  also  need  to  meet  our  internationally  negotiated,  Con- 
gressionally  approved,  financial  commitments.  We  can't  have  it  both  ways. 

U.S.  arrears  also  pose  clear  risks  to  the  MDB's'  ability  to  respond  effectively  to 
pressingdevelopment  needs  in  countries  and  re^ons  of  importance  to  the  United 
States.  The  poorest  countries  relying  on  concessional  "soft  loan"  financing  such  as 
IDA  are  most  at  risk  since  U.S.  cutbacks  provide  other  donors  with  the  option  of 
doing  the  same.  Sub-Saharan  Africa,  which  receives  half  of  IDA  funding,  is  particu- 
larly vulnerable. 

U.S.  arrears  are  spread  across  all  the  institutions.  Clearing  these  arrears  is  not 
just  a  numbers  exercise;  important  U.S.  interests  are  on  the  line.  The  administra- 
tion is  seeking  to  eliminate  U.S.  arrears  and  plans  to  do  this  over  a  4-year  period, 
beginning  this  year  with  fully  clearing  arrears  to  the  International  Finance  Corpora- 
tion and  the  Inter-American  Development  Bank,  and  also  starting  to  clear  arrears 
to  the  World  Bank  and  the  African  Development  Fund. 

At  the  same  time,  the  administration  is  committed  to  reducing  the  cost  to  the 
United  States  of  any  new  MDB  funding  arrangements.  I  would  therefore  like  to 
brief  you  on  the  status  of  the  four  new  arrangements  for  which  the  administration 
will  request  authorizing  legislation  later  this  year. 

FY  1995  Authorization  Request 

a:  Eighth  General  Capital  Increase  of  the  IDB. — We  are  working  to  reposition  the 
Inter  American  Development  Bank  to  play  an  aggressive  role  in  reducing  poverty 
and  accelerating  growth  in  Latin  America  and  the  Caribbean.  Our  goal  is  to  ensure 
that  all  elements  of  society  have  the  tools  to  compete  fairly  in  a  modem  economy. 
The  very  strong  emphasis  on  social  sector  lending  will  represent  a  commitment  by 
Latin  American  and  Caribbean  governments  to  strengthen  democracy  through  eco- 
nomic participation.  We  expect  IDB  8  to  provide  a  50%  increase  over  IDB  7  for  so- 
cial sector  development.  In  addition,  there  will  be  forward  looking  policies  to  benefit 
the  environment  of  the  region.  I-*ublic  participation,  access  to  iniormation,  and  out- 
side insjjection  will  be  part  of  the  package. 

In  the  poorer  countries,  the  Bank  will  provide  broad-based  development  support, 
including  support  for  infrastructure.  A  key  requirement  of  the  replenishment  nego- 
tiation is  to  generate  sufficient  concessional  resources  to  meet  the  needs  of  the  these 
countries.  As  the  region  develops,  we  also  want  to  strengthen  private  sector  activi- 
ties of  the  IDB.  We  Dclieve  there  is  room  to  strengthen  and  consolidate  these  activi- 
ties, especially  those  of  the  Inter  American  Investment  Corporation,  the  Multilateral 
Investment  Fund  and  the  Ordinary  Capital  of  the  Bank  itself.  We  hope  to  negotiate 
financial  arrangements  that  will  save  substantially  on  expenses  to  the  U.S.  taxpayer 
while  strengthening  Bank  focus  on  the  private  sector. 

There  is  as  yet  no  final  consensus  on  all  the  key  financial  issues.  Negotiations  will 
resume  next  week  and  agreement  may  be  at  hand.  There  is  a  consensus  on  a  $40 
billion  capital  increase.  We  expect  the  U.S.  contribution  will  be  less  than  its  con- 
tribution to  the  previous  replenishment.  We  are  also  working  hard  with  the  Euro- 
peans and  Japanese  to  forge  a  deal  that  provides  the  Bank  with  substantial  re- 
sources for  both  middle  income  and  the  poorest  countries. 

b:  Seventh  Replenishment  of  the  AFDF. — The  United  States  wants  the  African  De- 
velopment Bank  Group  to  remain  a  strong  conduit  of  development  assistance  for  the 
continent.  As  we  know,  in  today's  environment,  aid  is  allocated  among  programs  on 
a  competitive  basis.  We  support  the  African  Fund,  but  we  believe  it  can  improve 
the  quality  of  its  development  activities.  We  want  greater  selectivity  in  project  selec- 
tion with  a  possible  restructuring  of  a  significant  portion  of  its  existing  project  port- 
folio. 

Although  the  size  of  the  replenishment  is  still  under  negotiation,  agreement  has 
been  reached  to  place  more  emphasis  on  good  performance  and  project  implementa- 
tion by  borrowing  countries.  We  arc  also  pressing  the  Bank  to  place  greater  atten- 
tion on  health  and  education,  good  governance,  reduced  military  spending  levels, 
and  sound  management  of  its  loan  portfolio.  We  also  are  urging  a  pilot  program  of 
microenterprise  development  using  NGO's  and  are  promoting  greater  public  access 
to  information  and  a  strengthened  inspection  function. 
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In  addition,  we  are  working  very  hard  to  strengthen  the  African  Development 
Bank's  financial  policies.  We  are  considering  with  other  members  ways  for  the  Afri- 
can Fund  to  assist  in  addressing  the  burden  of  Bank  debt  owed  by  the  poorest  coun- 
tries. We  are  also  working  with  our  African  partners  to  encourage  payment  on  ar- 
rears to  the  Bank. 

c:  Global  Environment  Facility  (GEF). — We  are  requesting  authorization  for  the 
Global  Environment  Facility  (GEF).  Both  the  Congress  and  the  administration  are 
committed  to  improving  the  global  environment.  We  see  the  GEF  as  an  essential 
step  in  international  efforts  to  promote  a  broad  set  of  actions  on  the  environmental 
front.  The  GEF  will  serve  as  the  centerpiece  for  international  efforts  in  support  of 
the  conventions  on  climate  change  and  biodiversity,  as  well  as  efforts  to  combat 
ozone  depletion  and  degradation  of  international  waters. 

Our  commitment  to  the  GEF  is  not  unconditional.  Many  U.S.  proposals  have  driv- 
en the  negotiations.  And  many  of  our  negotiating  partners  have  now  come  to  sup- 
port priorities  enunciated  by  the  administration  and  the  Congress.  These  include 
functional  independence  for  the  GEF,  donor  oversight  and  project  approval,  smd 
strong  emphasis  on  access  to  information  and  public  participation. 

But  our  partners  are  now  expecting  us  to  provide  a  financial  contribution.  Unfor- 
tunately, after  four  years  of  GEF  operations,  the  United  States  has  not  contributed 
directly  to  the  GEF  Core  Fund.  However,  I  believe  that  those  problems  which  pre- 
cluded a  U.S.  contribution  in  the  past — namely  inadequate  policies  on  information 
access  and  public  participation — will  be  overcome. 

I  believe  the  GEF  is  well  on  its  way  to  being  restructured  in  a  way  that  advances 
our  ambitious  environmental  agenda.  Donors  are  considering  a  replenishment  of  ap- 
proximately $2  billion  over  four  years.  At  the  conclusion  of  those  negotiations,  hope 
that  the  Congress  will  agree  that  the  United  States  should  be  a  major  participant. 

d:  Enhanced  Structural  Adjustment  Facility  (ESAF). — The  administration  is  also 
seeking  authorization  and  appropriation  for  a  U.S.  contribution  of  $100  million  to 
the  Interest  Subsidy  Account  of  an  enlarged  and  extended  Enhanced  Structural  Ad- 
justment Facility  (ESAF)  operated  by  the  International  Monetary  Fund.  The  origi- 
nal ESAF  was  established  in  1987  in  response  to  criticisms  from  Members  of  Con- 
gress and  others  that  the  IMF  did  too  little  for  the  poorest  member  countries.  ESAF 
provides  loans  on  concessional  terms  to  the  poorest  countries,  primarily  from  Sub- 
Saharan  Africa,  in  support  of  structural  and  economic  reforms. 

The  ESAF  is  widely  recognized  as  an  efTective  means  of  promoting  reform.  Exam- 
ples of  countries  that  have  successfully  operated  under  ESAF  programs  include 
Zimbabwe,  Uganda  and  Malawi.  Ghana  has  graduated  from  ESAF.  These  countries, 
and  others,  have  worked  hard  under  their  ESAF  programs  to  achieve  increased 
GDP  growth,  lower  inflation  and  increased  exports. 

The  success  of  the  initial  ESAF  has  resulted  in  broad  international  support  to  ex- 
pand and  extend  its  operations.  More  than  40  countries,  including  a  number  of  de- 
veloping countries,  are  providing  more  than  $7  billion  in  loan  capital  and  $2.9  bil- 
lion in  interest  rate  subsidies.  TTie  proposed  U.S.  contribution  of  $100  million  to  the 
Interest  Subsidy  Account  is  modest,  accounting  for  less  than  a  nickel  of  every  dollar 
provided  for  subsidies.  It  is  a  critical  contribution,  however,  that  demonstrates  our 
support  for  the  efforts  by  the  poorest  countries.  It  will  also  help  catalyze  contribu- 
tions from  other  countries,  and  it  will  provide  us  with  an  effective  voice  in  ESAF 
decisions. 

We  have  been  mindful  of  the  budget  constraints  facing  us  in  deciding  on  the  size 
and  timing  of  a  U.S.  contribution.  The  $100  million  being  requested  is  $50  million 
less  than  the  U.S.  contribution  to  the  original  ESAF.  It  will  be  disbursed  over  a  pe- 
riod of  15  years  with  outlays  to  begin  in  FY  1997.  We  are,  however,  requesting 
budget  authorization  and  appropriation  for  the  full  $100  million  in  the  FY  1995 
budget  to  assure  other  contributors  that  the  United  States  will  meet  its  commitment 
to  this  highly  effective  facility,  and  to  improve  the  Fund's  ability  to  plan. 

Asian  Development  Bank 

The  United  States  is  also  participating  in  negotiations  on  a  general  capital  in- 
crease for  the  Asian  Development  Bank.  This  is  an  important  institution  in  an  area 
of  large  and  growing  U.S.  economic  and  strategic  interests.  Although  negotiations 
could  conclude  as  early  as  this  spring,  the  administration  will  not  be  seeking  nec- 
essary U.S.  legislation  until  FY  1996. 

Conclusion 

The  administration  will  of  course  continue  to  consult  with  the  Committee  as  nego- 
tiations in  the  MDB,  AFDF,  GEF  and  ADB  progress.  We  are  optimistic  in  all  cases 
that  agreements  will  be  achieved  which  fully  merit  Committee  support. 
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FY  1995  is  a  pivotal  budget  year  for  the  MDB's.  We  want  to  work  closely  with 
this  Committee  and  with  other  members  of  the  Congress  to  meet  our  commitments 
to  the  MDB's  and  sustain  our  stake  in  these  institutions. 

In  concluding,  Mr.  Chairman,  I  would  like  to  underscore  both  the  importance  of 
strong  United  States  support  for  the  international  financial  institutions  and  this  ad- 
ministration's unwavering  commitment  to  work  with  these  institutions  and  their 
memberships  to  strengthen  their  development  performance. 

Senator  Sarbanes.  Well,  thank  you  very  much,  Secretary  Sum- 
mers. 

We  appreciate  the  testimony  from  both  of  you.  I  will  start  off 
with  a  few  questions,  and  then  I  will  yield  to  my  colleagues. 

The  multilateral  banks  are  included  in  the  sustainable  develop- 
ment title  of  the  administration's  bill,  as  I  understand  it,  is  that 
correct? 

How  do  we  square  the  goal  of  promoting  sustainable  development 
with  that  of  promoting  growth  through  trade  and  investment, 
which  are  both  put  forward  as  objectives  of  the  administration's 
proposal? 

Mr.  Summers.  I  can  speak  to  that.  I  can  speak  to  how  the  MDB's 
do  both  those  things  synergistically.  As  to  the  design  of  the  Foreign 
Assistance  Act,  I  will  defer  to  Joan. 

Clearly,  one  of  the  things  we  have  learned  is  that  successful  eco- 
nomic development  often  makes  possible  environmental  invest- 
ments that  would  not  be  possible  without  successful  economic  de- 
velopment. 

So  directly,  support  for  sustainable  development,  support  for  en- 
vironmental projects,  operates  to  improve  the  environment.  But 
more  generally,  support  for  a  healthier  economy  in  the  developing 
world  makes  it  possible  to  engage  in  environmental  investments.  It 
makes  it  possible  for  them  to  afford  stricter  environmental  stand- 
ards than  would  otherwise  be  possible. 

So  I  believe  that  if  one  thinks  broadly,  all  of  the  activities  of  the 
MDB's  in  promoting  growth  and  investment  contribute  to  sustain- 
able development. 

Moreover,  the  share  of  their  particular  activities  that  is  directed 
at  explicitly  environment  projects  has  increased  very  substantially 
in  the  last  3  or  4  years  and  is  on  a  trend  toward  increasing  further. 

For  example,  MDB  efforts  in  total  family  planning  is  now  three 
or  four  times  the  level  that  we  are  able  to  afford  bilaterally. 

Senator  Sarbanes.  Well,  do  you  think  the  criteria  and  objectives 
of  sustainable  development  that  apply  to  bilateral  programs  ought 
to  apply  to  the  MDB's? 

Mr,  Summers.  I  think  the  broad  principles  that  the  development 
ought  to  be  sustainable,  that  there  ought  to  be  openness,  and  so 
forth,  certainly  should  apply  to  the  MDB's. 

You  get  into  somewhat  different  situations  when  you  are  looking 
at  a  situation  where  you  are  asking  a  government  to  borrow  money 
rather  than  when  you  are  asking  a  government  to  accept  a  grant. 

So,  for  example,  a  central  government  has  to  be  much  more  in- 
volved in  who  can  borrow  money  on  its  behalf  with  its  guarantee 
than  in  the  question  of  who  can  receive  a  grant.  So  there  are  as- 
pects of  MDB  activity  that  are  not  perfectly  parallel  with  what  we 
do  bilaterally.  But  it  seems  to  me  that  the  same  kinds  of  principles 
should  certainly  hold. 
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Senator  Sarbanes.  Did  you  want  to  add  anything,  Secretary 
Spero? 

Ms.  Spero,  No.  I  think  just  the  larger  point  that  there  is  no  con- 
flict in  our  view  between  growth,  the  growth  through  trade,  and 
sustainable  development  in  all  of  its  dimensions.  And  the  MDB's 
are  one  way  that  we  can  execute  that  policy. 

Senator  Sarbanes.  Well,  now,  that  really  cannot  be  the  case.  Ob- 
viously we  encourage  trade  and  investment  through  programs  that 
do  not  carry  a  sustainable  development  objective,  do  we  not,  fre- 
quently? 

Ms.  Spero.  Well,  actually,  Mr.  Chairman,  in  many  of  our  pro- 
grams, OPIC,  for  example,  TDA,  and  EXIM,  all  have  provisions 
which  require  them  to  support  only  projects  which  are  environ- 
mentally sustainable. 

So,  in  fact,  their  guidelines  have  a  certain  parallel  with  the  kinds 
of  guidelines  we  have  in  our  strictly  development  programs. 

In  addition,  those  agencies  which  are  designed  as  trade  pro- 
motion, as  you  know,  also  are  encouraged  through  their  guidelines 
to  promote  environmental  exports,  export  of  environmental  tech- 
nology, for  example,  or  other  projects  which  support  the  environ- 
ment. So  I  see  a  link  between  those  two  parts. 

Senator  Sarbanes.  If  we  were  to  impose  on  all  trade  promotion 
and  investment  promotion  policies  the  sustainable  development 
goals,  objectives  and  criteria,  would  that  cause  a  problem  for  you? 

Ms.  Spero,  I  do  not  again  see  that  those  need  to  be  in  conflict, 
particularly  in  areas  where  we  are  providing  certain  types  of  aid, 
whether  concessional  or  financial  support,  it  seems  perfectly  appro- 
priate for  us  to  choose  with  limited  resources  to  focus  on  those  ac- 
tivities which  both  promote  growth  and  are  environmentally  sus- 
tainable. So  I  do  not  really  see  a  conflict  there. 

Senator  Sarbanes.  Well,  let  us  be  very  clear,  because  we  have 
a  lot  of  people  who  are  pushing  us  not  to  make  any  money  avail- 
able unless  it  meets  sustainable  development  criteria,  arguing  that 
all  aid  of  any  sort  ought  to  meet  that  threshold. 

Now,  are  you  telling  me  that  in  effect  you  are  already  doing  that 
and  therefore  to  require  it  would  not  create  any  difficulties  with 
any  of  these  programs? 

Ms.  Spero.  Well,  I  think  it  varies  from  program  to  program.  In 
some  cases  there  are  environmental  impact  statements.  In  some 
cases  there  is  an  effort  to  use  positive  support  to  encourage  envi- 
ronmental projects,  so  I  think  it  varies  with  the  individual  case. 

Senator  SARBANr<:s.  Well,  I  am  not  getting  an  answer,  and  I  need 
to  get  it,  because  if  it  does  not  create  a  problem  for  you,  then  per- 
haps we  should  go  ahead  and  do  it  in  the  legislation. 

If  it  does  create  a  problem,  we  need  to  know  that.  My  perception 
would  be  that  you  have  trade  promotion  programs  that  do  not  meet 
the  sustainable  development  criteria.  Now  you  are  telling  me  that 
in  effect  they  all  do  that,  and  if  that  is  the  case,  fine.  We  will  just 
bring  them  all  under  the  rubric  of  sustainable  development. 

Senator  Kassebaum.  Well,  Mr.  Chairman,  let  me  ask:  how  do 
you  define  sustainable  development?  I  think  it  is  in  the  eye  of  the 
beholder. 

Senator  Sarbanes.  As  they  define  it  in  their  legislation,  "Policies 
concerning  sustainable  development."  And  then  they  have  a  list  of 
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programs  and  objectives  and  the  rationale  for  it  and  so  forth  and 
so  on. 

Senator  Kassebaum.  All  right. 

Ms.  Spero.  Well,  I  think  that  there  are 

Senator  Sarbanes.  You  have  not  put  all  of  your  aid  into  the  sus- 
tainable development  title,  correct? 

Ms.  Spero.  Correct. 

Senator  Sarbanes.  OK  Now,  some  are  arguing,  some  have  testi- 
fied to  us  and  may  yet  testify,  that  they  think  all  of  our  aid  ought 
to  be  held  accountable  to  the  sustainable  development  criteria. 

Now  if  you  are  telling  me  that  in  effect  you  already  do  that  and 
those  are  the  criteria  you  would  apply  in  any  event,  then  there  is 
no  problem  in  doing  that.  But  I  am  trying  to  determine  whether 
that  is  what  you  are  telling  me. 

Ms.  Spero.  I  think  what  I  am  saying  is,  the  way  the  bill  is  con- 
structed, as  you  know,  there  is  the  sustainable  development  title. 
In  the  economic  area,  there  is  also  a  section  on  building  prosperity. 

Under  that  building  prosperity,  we  have  a  number  of  programs: 
OPIC,  EXIM,  and  the  like,  which  are  more  targeted  toward  tradi- 
tional trade  or  export 

Senator  Sarbanes.  But  you  just  told  me  that  all  of  those  pro- 
grams do  promote  sustainable  development,  and  if  they  do  it,  then 
we  could  put  them  in  the  sustainable  development  title,  can  we 
not? 

Ms.  Spero.  Well,  let  me  tell  you  what  I  meant  to  say.  I  do  not 
know  what  I  did  say,  but  what  I  meant  to  say  is  that  in  the  area 
of  many  of  the  trade  promotion  programs,  they  have  a  certain  envi- 
ronmental dimension,  a  certain  environmental  support  or  environ- 
mental criteria. 

Sustainable  development  is  not  incompatible  to  growth-prosper- 
ity, but  in  some  areas,  in  other  titles,  for  example,  in  humanitarian 
assistance,  it  does  not  seem  to  us  to  be  appropriate  to  have  sustain- 
able development  criteria. 

So  sustainable  development  criteria,  as  one  might  define  it  in  the 
environmentally  correct  sense  with  the  population  and  basic  de- 
mocracy needs,  is  appropriate  for  that  particular  title.  One  would 
try  to  be  sensitive  and  attentive  in  the  other  areas  without  nec- 
essarily having  exactly  the  same  criteria. 

Senator  SAitBANES.  I  yield  to  Senator  Kassebaum. 

Senator  Kassebaum.  Thank  you,  Mr.  Chairman. 

Let  me  go  back  to  maybe  a  few  specifics  here  that  I  am  trying 
to  understand.  One  is  on  the  debt,  and  the  request  this  vear  in- 
cludes $7  million  for  nonconcessional  debt  reduction,  whicn  is  the 
second  part,  I  believe,  of  a  3-year  tranche  of  $21  million. 

But  many,  including  many  of  our  European  allies,  have  criticized 
us  for  not  being  bolder  in  this  approach  on  debt  reduction. 

I  am  pleased  we  have  taken  this  step.  I  have  long  felt  that  for 
particularly  the  poorest  of  the  African  nations,  it  was  only  realistic 
to  assume  that  this  could  well  be  necessary. 

But  even  if  we  address  the  bilateral  debt  burden,  it  appears  that 
there  is  going  to  be  a  growing  problem  with  the  multilateral  debt. 

In  Africa,  for  example,  in  1991,  the  multilateral  development 
banks  accumulated  or  accounted  for  more  than  30  percent  of  its 
debt,  and  this  percentage  will  only  increase  in  the  future. 
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My  question  is:  in  light  of  the  Kaplan  article,  which  I  read,  too, 
with  great  despair  several  weeks  ago  and  which  largely  focused  on 
Africa,  west  Africa  in  particular,  but  it  could  have  reflected  through 
much  of  Africa,  what  is  the  United  States  going  to  address  the  mul- 
tilateral debt  problem?  Do  you  think  we  can  do  more? 

And  second,  since  you.  Assistant  Secretary  Summers,  raised  the 
piece,  "The  Coming  Anarchy,"  by  Kaplan,  and  you  were  at  the 
World  Bank,  watched  much  of  this  as  it  has  evolved,  do  you  have 
any  answers  to  the  Kaplan  article? 

So  I  am  sort  of  tying  two  questions  together.  One,  the  question 
on  the  debt  relief.  Do  we  need  to  do  more?  And  are  we  looking  at 
any  other  ways  to  address  the  multilateral  debt  problems? 

Mr.  Summers.  Let  me  make  three  points  with  regards  to  your 
questions.  First,  I  think  there  is  no  question  that  more  debt  relief 
for  the  poorest  countries  is  very  important,  and  the  problem  really 
is  budget  resources  to  do  more  of  it. 

We  are  the  only  country  with  a  budget  scoring  system  that 
causes  it  to  impose  a  budget  cost  when  it  reduces  debt.  And  I  think 
it  is  far  from  clear  whether  that  is  an  appropriate  system.  It  is 
something  that  came  out  of  the  Credit  Reform  Act,  and  one  could 
certainly  see  the  logic  if  forgiving  debt  is  giving  people  something. 

On  the  other  hand,  I  am  very  skeptical  that  that  money  would 
ever  be  repaid.  So  I  think  we  may  well  be  charging  ourselves  too 
much  and  therefore  able  to  do  too  little  of  it.  It  would  certainly  be 
better  if  we  were  able  to  do  more. 

As  far  as  multilateral  debt  is  concerned,  I  think  getting  involved 
in  direct  forgiveness  of  World  Bank  or  African  Development  Bank 
debt  would  be  a  mistake,  because  the  cost  to  the  new  resources 
those  institutions  could  provide  would,  I  think,  exceed  the  benefit 
to  the  borrowing  countries. 

What  I  think  is  appropriate  is  to  look  for  ways  of  providing  mul- 
tilateral support  to  help  countries  meet  their  debt  obligation,  and 
the  so-called  fifth  dimension  program  at  the  World  Bank  is  directed 
at  using  some  financial  engineering  to  help  those  countries  that  are 
in  particularly  serious  straits. 

As  for  the  broad  problem,  it  is  an  enormously  difficult  one,  and 
I  do  not  think  that  there  is  any  silver  bullet.  I  think  if  there  is  any- 
thing we  should  know  is  that  it  is  a  problem  that  is  going  to  take 
generations  to  address,  and  that  points  me,  as  a  priority,  toward 
investments  in  children,  through  basic  health  care,  and  most  im- 
portantly through  education,  particularly  through  the  education  of 
girls. 

I  think  in  some  cases  we  have  run,  and  the  banks  have  run,  their 
assistance  programs  in  too  central  a  way,  and  so  they  have 
strengthened  somewhat  kleptocratic  governments  and  that  has 
been  unfortunate. 

So  approaches  that  are  more  diffused  and  more  on  the  ground 
are,  I  think,  more  likely  to  be  effective.  But  I  would  not  want  for 
a  moment  to  pretend  that  there  were  easy  answers  to  these  ques- 
tions. 

Senator  Kassebaum.  That  leads  me — are  we  paying  attention  to 
that? 

Senator  Sakbanes.  We  are  trying  to,  yes. 

Senator  Kassebaum.  I  just  got  started. 
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Senator  Sarbanes.  All  right. 

Senator  Kassebaum  [continuing.]  To  something  that  has  both- 
ered me  in  the  past  in  a  way,  and  that  is  coordination  between  aid 
and  trade  programs.  And  I  guess,  Assistant  Secretary  Spero,  I 
would  like  to  ask  you,  because  you  mentioned  in  your  testimony 
the  Trade  Promotion  Coordinating  Committee,  which  is  designed  to 
coordinate  EXIM  bank. 

Ms.  Spero.  Well,  all  of  the  export  programs. 

Senator  Kassebaum.  All  right.  OPIC  and  TDA,  but  of  course  that 
falls  under  different  committee  jurisdictions.  EXIM  is  in  the  bank- 
ing committee.  How  successful  do  you  think  it  has  been  as  a  coordi- 
nating mechanism?  And  is  AID  part  of  the  committee? 

I  find  it  very  frustrating.  It  seems  to  me  instead  of  being  able 
to  sort  of  pull  functions  together,  it  is  the  same  with  multilateral 
and  bilateral  aid. 

I  guess  when  we  speak  to  them,  the  MDB's,  it  is  sort  of  how 
closely  AID  associated  in  any  policies  undertaken  hy  the  multilat- 
eral development  banks?  So  again,  I  am  kind  of  tying  several 
things  together.  But  I  think  it  is  very  important  for  us  to  sort  of 
understand  in  a  better  fashion  how  these  things  work  and  work  to- 
gether. 

Ms.  Spero.  Well,  I  think  there  is  no  doubt,  particularly  in  an  era 
of  declining  resources,  that  we  can  get  a  lot  more  bang  for  the  bunk 
and  a  lot  more  efficient  operation  by  improving  our  coordination. 

We  are  doing  that  with  the  resources  available  to  us,  on  the  ex- 
pert side  for  starters,  and  that  is  really  the  goal  of  this  Trade  Pro- 
motion Coordination  Committee.  It  involves  19  agencies  and  AID 
is  involved. 

It  also  includes  the  Environmental  Protection  Agency,  which  has 
some  very  interesting  environmental  technologies  which  could  be 
developed  and  commercialized  for  expert.  So  it  is  a  broad  coordi- 
nated effort. 

Not  only  is  there  the  committee,  which  is  trying  to  develop  a 
strategy  in  a  general  sense  for  exports,  but  there  are  other  ways 
that  we  are  coordinating  projects  that  are  coming  out  of  this  com- 
mittee. And  of  course.  Senator,  projects  are  just  beginning  to  roll 
out,  but  let  me  give  you  a  couple  of  examples. 

One  example  is  an  effort  that  we  are  instituting  at  our  Embas- 
sies, and  that  is  to  have  a  strategic  commercial  plan  so  that  the 
Embassies  will  develop  in  coordination  with  all  of  the  different 
agencies,  because  of  they  are  represented  within  each  Embassy. 

We  have  the  Foreign  Commercial  Service.  There  is  the  Foreign 
Agriculture  Service,  et  cetera.  So  each  Embassy  will  have  a  plan 
and  a  target  that  will 

Senator  Kassebaum.  Then  just  one  person  that  will  represent  all 
of  those  interests? 

Ms.  Spero.  I  am  sorry? 

Senator  Kassebaum.  Would  you  have  separate  officers  for  each? 

Ms.  Spero.  There  will  still  be  different  representatives,  but  they 
work  together  increasingly  in  what  we  in  the  embassies  call  the 
country  team,  which  is  led  by  the  Ambassador, 

I  myself  visited  one  of  our  Embassies  in  Malaysia  to  see  how  the 
country  team  operates,  particularlv  on  the  export  promotion  side. 
And  increasingly,  it  is  a  very  useful  vehicle. 
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And  not  only  do  we  have  the  coordination  effort  under  the  Am- 
bassador, because  the  Ambassador  in  the  field  is  the  lead  and  has 
the  authority  to  coordinate,  but  now  they  are  putting  together,  at 
the  request  of  the  TPCC,  a  strategic  country  plan,  something  I  am 
familiar  with  having  come  from  business,  but  which  we  have  not 
had  yet  before  in  the  Embassies. 

We  are  also  working  on  one-stop  shopping  to  get  to  the  customers 
here  in  the  United  States,  so  we  are  setting  up  a  series  of  access 
points  for  particularly  small  and  medium  sized  exporters  in  the 
United  States  so  they  can  understand  what  they  can  get  and  know 
that  OPIC  has  a  small  program  for  small  businesses,  that  EXIM 
has  special  resources.  I  think  actually  one  is  being  set  up  in  Balti- 
more, if  I  am  not  mistaken. 

So  we  are  trying  to  get  to  the  customer,  we  are  trying  to  coordi- 
nate in  the  field.  There  are  a  number  of  other  efforts.  Let  me  just 
mention  one  to  you. 

There  was  a  decision  taken  by  the  TPCC,  a  recommendation  to 
the  President,  that  we  use  some  of  our  foreign  assistance  monies 
for  meeting  the  support  programs  of  other  countries  in  the  area  of 
tied  aid. 

We  would  prefer  not  to  use  tied  aid  in  some  cases.  We  get  more 
bang  for  the  buck  by  having  disarmament,  if  you  will,  by  persuad- 
ing other  countries  as  we  have  through  the  OECD  to  reduce  the 
level  of  tied  aid. 

But  when  other  countries  do  use  tied  aid,  the  TPCC  recommends 
that  we  have  the  ability  to  counter  their  subsidy  programs.  So  we 
have  put  together  a  $150  million  program.  Again,  it  was  a  TPCC 
recommendation  to  counter  tied  aid  efforts  of  other  countries. 

So  there  are  a  variety  of  programs  that  are  coming  out,  and  I 
think  it  is  a  very  good  process  and  I  think  it  is  yielding  some  posi- 
tive results. 

Senator  Kassebaum.  Well,  that  sounds  interesting.  I  am  pleased 
to  hear  that.  I  think  that  it  is  good  to  have  the  Ambassador  play 
the  lead,  pulling  type  different  program  together. 

Just  to  go  back  to  the  multilateral  development  banks  for  a  mo- 
ment. Does  the  bilateral  and  multilateral  assistance  have  a  coordi- 
nation mechanism  at  all? 

Mr.  Summers.  Let  me  just  say  something  about  coordination  and 
the  MDB's.  I  should  thank  the  committee  for  having  given  us  a 
useful  wake-up  call  on  this  issue  when  I  testified  last  year,  and 
this  was  a  point  that  was  stressed. 

We  have  an  interagency  working  group  on  multilateral  activities 
that  meets  weekly  to  review  what  is  going  on  in  the  MDB's.  It  in- 
cludes representatives  of  both  AID  and  EPA. 

After  a  several  year  lag,  the  so-called  National  Advisory  Council 
on  the  International  Monetary  and  Financial  Policies  has  started 
up  again  and  has  had  meetings  which  Joan  and  I  have  partici- 
pated, in  the  last  few  months. 

In  addition  to  that,  there  is  a  group  whose  informal  name  is  the 
Pelosi  Group  and  whose  formal  name  is  the  Interagency  Committee 
on  Environmental  Issues  in  the  multilateral  banks.  It  meets  to  re- 
view the  environmental  aspects  of  particular  loans. 

So  those  are  the  three  ongoing  mechanisms.  In  addition  to  that, 
we  set  up  task  forces  interagency  in  connection  with  each  of  the  re- 
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plenishment  negotiations:  the  GEF,  the  Inter-American  Develop- 
ment Bank,  the  African  Development  Fund,  the  Asian  Develop- 
ment Bank,  and  those  all  include  representatives  of  USAID.  Some 
of  that,  much  of  that,  was  in  place.  I  think  we  have  strengthened 
and  intensified  the  cooperation. 

The  place  where  we  have  actually  made,  I  think,  a  larger  change 
over  the  last  year  in  the  amount  of  consultation  is  through  much 
more  intensive  involvement  of  the  NGO's  in  addressing  particularly 
the  environmental  and  also  the  human  needs  aspects  of  what  the 
banks  do. 

And  for  the  first  time,  we  have  included  NGO's  in  our  represen- 
tation as  observers  in,  for  example,  the  negotiation  of  the  global  en- 
vironment facility.  So  we  have  been  working  very  hard  to  have  bet- 
ter coordination  with  other  things  that  are  going  on. 

Frankly,  I  think  we  have  succeeded  quite  well  at  the  level  of  pol- 
icy setting.  I  still  worry,  but  it  is  not  something  that  we  can  really 
manage  on  15th  Street  when  there  are  things  going  on  in  Cote 
d'lvoire — what  the  World  Bank  team  is  doing  and  what  the  USAID 
team  and  what  the  African  Development  Bank  team  are  doing  on 
the  ground  in  Cote  d'lvoire.  How  well  they  are  coordinated  is  not 
something  I  am  in  an  easy  position  to  judge  or  influence. 

But  on  the  policy  questions,  broad  areas  of  responsibility,  I  feel 
like  we  have  made  some  real  progress,  both  in  our  interagency 
interaction  and  in  our  interaction  with  the  NGO's. 

Senator  Kassebaum.  Are  we  going  to  have  a  chance  for  other 
questions? 

Senator  Sarbanes.  Yes.  Why  do  we  not  rotate  it  a  bit,  though, 
in  case  members  cannot  stay. 

Senator  Kassebaum.  That  is  what  I  meant. 

Senator  Sarbanes.  So  we  will  go  to  Senator  Jeffords.  Let  me  just 
say  that  this  is  the  first  report  of  the  Trade  Promotion  Coordinat- 
ing Committee  toward  a  national  export  strategy. 

We  put  that  in  the  Export  Promotion  Act  in  1992  when  we 
passed  it,  requiring  this  committee  and  requiring  them  to  develop 
an  export  strategy,  and  I  must  say  I  think  they  did  a  very  good  job. 

This  really  is  a  quantum  leap  in  terms  of  the  executive  branch 
coordinating,  developing  a  strategic  plan  with  respect  to  exports 
and  so  forth.  I  think  a  lot  of  credit  is  deserved  downtown,  and  they 
are  now  implementing  a  lot  of  the  proposals.  Senator  Jeffords. 

Senator  Jeffords.  Thank  you,  Mr.  Chairman. 

I  would  like  to  make  my  statement  part  of  the  record.  First,  I 
would  like  to  express  my  concern  about  the  MDB's  in  Africa  and 
the  amount  of  debt,  that  countries  in  the  sub-Saharan  area  are  car- 
rying which  I  believe  is  about  equal  to  the  GNFs  of  those  coun- 
tries. I  think  we  are  pouring  more  money  out  than  the  income  in 
some  of  those  areas.  So  you  might  want  to  comment  on  that. 

But  I  would  like  to  turn  to  the  questions  involving  the  goals  of 
the  loan  process  and  whether  they  are  reaching  these  goals. 

A  recent  internal  World  Bank  report  found  that  an  increasing 
percentage  of  the  bank  projects  are  failing  to  meet  their  own  de- 
clared goals,  especially  in  the  environmental  social  areas. 

One  reason  cited  for  this  is  the  tremendous  pressure  for  the 
banks  to  move  money  quickly  or  the  pressure  to  lend  problem.  The 
report  suggested  that  the  bank  develop  environmental  and  social 
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indicators,  for  all  loans  so  that  their  progress  can  be  measured  by 
more  than  just  the  rate  of  return. 

What  steps  has  the  World  Bank  taken  to  address  the  pressure 
to  lend  and  improve  the  loan  portfolio  first?  And  second,  has  any 
progress  been  made  on  the  developing  environmental  and  social  in- 
dicators for  loans  in  the  World  Bank? 

Mr.  Summers? 

Mr.  Summers.  Let  me  just  briefly  address  your  African  concern. 
African  debt  is  a  big  problem.  The  reason  why  IDA  is  so  important 
is  that  IDA  provides  concessional  resources,  those  resources  where 
you  do  not  have  an  immediate  buildup  of  debt,  and  that  is  clearly 
the  way,  that  is  clearly  the  kind  of  support  that  these  countries  are 
going  to  need  for  many  years. 

Unfortunately,  if  the  United  States  does  not  meet  its  IDA  con- 
tributions, we  are  going  to  see  other  countries  go  into  arrears,  and 
that  program  is  going  to  crumble  and  we  are  going  to  lose  the  prin- 
cipal nondebt-creating  source  of  flows  to  Africa. 

But  for  most  of  the  countries  borrowing,  this  is  not  possible.  And 
indeed,  most  of  them  are  now  receiving  most  or  all  of  their  support 
in  concessional  form. 

You  referred  to  the  question.  Senator,  of  the  so-called 
Wapenhans  report  that  was  done  by  the  World  Bank.  As  I  men- 
tioned in  my  testimony,  because  we  found  that  such  a  sobering  and 
revealing  report,  we  have  asked  each  of  the  institutions  to  do  their 
own  similar  reports,  and  they  have  found  similarly  sobering  kinds 
of  conclusions. 

There  are  a  set  of  specific  followups  that  the  World  Bank  took 
in  a  paper  that  was  presented  to  its  Board  some  time  ago.  They 
go  to  rather  technical  aspects  of  the  loan  procedures,  but  I  would 
say  the  two  most  important  changes  that  I  think  will  result  over 
time  are  a  change  in  the  reallocation  of  effort  from  loan  prepara- 
tion to  loan  supervision.  So  you  will  see  a  much  larger  fraction  of 
staff  time  going  into  the  supervision  of  loans. 

And  the  second,  and  I  think  this  will  proceed,  frankly,  more  slow- 
ly and  for  my  judgment  too  slowly,  will  be  an  increase  in  the  frac- 
tion of  staff  who  are  located  in  the  field. 

This  is  something  where  each  of  the  banks  is  recognizing  that, 
with  the  kind  of  modern  telecommunications  technology,  it  is  prob- 
ably appropriate  to  have  a  larger  share  of  staff  in  the  field  than 
they  had  before. 

I  would  say  in  the  institution's  defense — and  they  feel  pressure, 
I  assure  you,  most  of  the  time  from  the  U.S.  Treasury — that  they 
are  being  in  a  way  hit  by  the  U.S.  Government  in  two  directions. 

On  the  one  hand,  there  is  criticism  to  do  smaller  projects,  do 
them  in  more  places  outside  of  the  capital,  do  them  less  through 
the  central  government,  more  involvement  in  the  field,  and  with 
much  more  supervision.  That  is  one  line  of  criticism. 

And  the  other  line  of  criticism  is  have  fewer  staff,  have  a  smaller 
administrative  budget,  spend  less  money  internally.  Those  two  ob- 
jectives are  somewhat  in  conflict. 

For  example,  in  a  case  of  the  bank,  just  as  it  costs  the  State  De- 
partment two  or  three  times  as  much  to  post  a  Foreign  Service  offi- 
cer abroad  as  it  does  to  post  that  Foreign  Service  officer  in  the 
United  States,  the  same  kind  of  issues  arises  for  the  MDB's, 
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That  is  not  to  let  them  off  the  hook.  There  are  plenty  of  things 
that  can  very  usefully  be  cut,  but  I  think  that  is  helpful  in  under- 
standing what  their  problem  is. 

Just  to  give  a  bottomline  answer  to  your  question:  it  is  more 
money  for  supervision,  more  people  in  the  field,  more  extensive 
consultation  with  those  directly  affected  and  their  NGO  representa- 
tive. 

Senator  Jeffords.  What  about  the  developing  and  environ- 
mental and  social  indicators  for  the  loans  to  kind  of  establish  them 
to  sort  of  workable  standards? 

Mr.  Summers.  I  know  less  about  that  than  I  should.  Let  me  tell 
you  what  I  know  and  I  will  give  you  a  longer  report  for  the  record. 

[The  information  referred  to  follows:] 

The  World  Bank's  stafT  is  actively  working  to  develop  such  project  and  sector-spe- 
cific indicators.  Once  developed,  these  indicators  will  be  identified  in  project  docu- 
ments, and  will  serve  as  benchmarks  against  which  performance  will  be  measured. 
Bank  staff  have  been  discussing  technical  details  closely  with  outside  experts. 

Environmental  sustainability  indicators  are  being  developed  for  several  areas, 
such  as  urban  environmental  assessment,  housing  conditions,  health,  transport, 
noise,  and  wastes.  Additionally,  the  Bank  is  developing  guidelines  for  analyzing  the 
social  impacts  of  Bank-assisted  projects.  These  guidelines  should  lead  to  improve- 
ments in  targeting,  delivery,  community  participation,  and  project  sustainability. 

The  Bank's  Poverty  Handbook,  which  was  first  issued  in  1992,  provides  specific 
guidance  for  undertaking  poverty  profiles  and  assessments,  integrating  poverty  ob- 
jectives into  Bank  operations  and  country  strategies,  and  monitoring  progress  in 
achieving  these  objectives. 

Finally,  it  should  be  noted  that  the  Bank  is  making  a  much  greater  effort — largely 
at  the  urging  of  the  United  States — to  involve  NGO's  and  aflected  communities  in 
project  design  and  implementation.  Activities  in  this  area  include  establishment  of 
the  participation  Fund  in  1993,  and  opening  the  Project  Information  Center  in  Jan- 
uary, 1994. 

There  has  been  a  lot  of  work  that  has  gone  on,  and  it  is  reflected 
in  the  statistical  appendix  to  the  World  Bank's  World  Development 
Report  each  year,  on  environmental  and  social  indicators  of  the 
whole  country's  performance. 

They  are  much  better  environmental  indicators  that  tell  us  which 
countries  in  Africa  are  doing  well  in  terms  of  dealing  with  the  cer- 
tification and  which  are  doing  poorly,  much  better  indicators  of 
those  kinds  than  we  have  had  in  the  past,  and  they  have  worked 
very  hard  on  that. 

I  am  not  able  to  tell  you  specifically  what  has  happened  in  con- 
nection with  the  environmental  and  social  indicators  associated 
with  particular  loan  projects.  That  is  not  to  say  that  nothing  has 
happened. 

It  is  just  to  say  that  I  do  not  know.  So  I  will  get  back  to  you  with 
an  answer  in  writing  on  that  part  of  it,  although  I  do  know  that 
there  has  been  a  lot  of  statistical  effort  moving  beyond  sort  of  dol- 
lar GNP  figures  to  environmental  and  social  things  at  the  level  of 
looking  at  whole  countries. 

Senator  Jeffords.  I  appreciate  that  because  I  am  very  interested 
in  that. 

Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  Thank  you  very  much.  Senator  Jeffords.  Sen- 
ator Kassebaum. 

Senator  Kassebaum.  Well,  I  would  just  like  to  take  this  oppor- 
tunity to  ask  Assistant  Secretary  Summers  about  the  Russian  aid. 
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You  just  got  back  from  a  G-7  meeting,  I  believe,  and  there  were 
some  agreements  worked  out  that  the  Russians  were  going  to  un- 
dertake some  reforms.  Is  that  not  correct?  Could  you  just  bring  us 
up  to  date  on  your  thoughts  on  Russian  aid? 

Mr.  Summers.  Well,  Senator,  about  two-thirds  of  the  G-7  meet- 
ing was  devoted  to  Russia.  The  finance  ministers.  Secretary  Bent- 
sen,  and  Chairman  Greenspan  met  with  the  representatives  of  the 
IMF  and  the  World  Bank,  and  they  met  separately  with  represent- 
atives of  the  Russian  government.  The  message  of  the  G-7  finance 
ministers,  in  which  the  United  States  was  fully  supportive,  was 
two-fold. 

The  importance  of  reform,  the  importance  of  continuing  reform, 
of  accelerating  reform,  and  of  not  slowing  down  on  reform — these 
are  necessary  prerequisites  to  large  scale  financial  assistance  asso- 
ciated with  the  IMF.  Without  a  credible  program  to  bring  down  in- 
flation, direct  cash  into  the  budget  is  simply  going  to  be  wasted  and 
the  principle  of  conditionality  has  to  be  respected.  That  was  the 
first  message. 

The  second  and,  I  would  say,  more  important  message  was  the 
importance  of  what  I  would  call  bottom-up  assistance  as  a  com- 
plement to  the  kind  of  top-down  assistance  that  the  IMF  provides. 
That  is  what  we  are  doing  in  our  bilateral  program.  That  is  what 
the  World  Bank  is  trying  to  do  in  Russia. 

There  have  been  a  lot  of  difficulties  in  the  implementation  side, 
getting  the  Russians  and  the  institutions  working  together  on  fix- 
ing oil  pipes,  on  building  schools,  and  I  think  the  ministers  deliv- 
ered that  message  very  clearly  to  the  Russians.  Those  implementa- 
tion problems  really  did  have  to  be  addressed. 

I  think  there  was  some  discussion  of  the  support  implementation 
g^oup,  which  you  may  recall  was  a  U.S.  initiative  at  last  year's 
summit,  and  whose  director,  Michael  Gillette  is  now  on  the  job  in 
Moscow,  and  of  the  contribution  that  it  can  make. 

I  would  say  that  I  was  somewhat  reassured  by  what  the  Russian 
representatives  told  us.  The  fears  that  one  had  a  month  ago  that 
perhaps  the  new  Russian  government  would  pursue  policies  that 
would  be  completely  financially  irresponsible  and  lead  to 
hyperinflation,  which  were  fanned  by  some  press  reports,  do  not 
appear  to  be  being  borne  out. 

It  was  clear  that  Finance  Minister  Dubinin  wanted  to  have  a 
credible  program  that  would  keep  inflation  under  control. 

At  the  same  time,  when  you  are  in  inflation  rates  of  double  digits 
a  month,  you  are  in  a  very,  very  difficult  situation.  It  is  obviously 
a  complex  political  environment,  and  so  we  will  have  to  wait  and 
see  what  unfolds. 

Senator  Kassebaum.  Thank  you  very  much. 

I  know  Senator  Boren  is  here.  I  had  a  question  for  Assistant  Sec- 
retary Spero  regarding  Pub.  L.  480.  I  believe  it  has  been  reduced 
in  the  budget,  but  we  will  visit  about  that  later. 

Senator  Sarbanes.  Well,  we  thank  you  very  much.  I  know  we 
will  be  staying  in  close  touch.  And,  Secretary  Summers,  I  need  to 
get  from  you  or  your  people  the  rationale  for  how  you  propose  to 
work  out  the  arrears,  why  you  are  doing  it  the  way  you  are  doing 
it  amongst  the  different  institutions. 

Mr.  Summers.  Do  you  want  an  answer  now? 
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Senator  Sarbanes.  No,  I  think  we  will  get  that  from  you. 
Mr.  Summers.  As  I  say,  it  will  be  a  clearer  answer  if  you  wait 
for  it  in  writing. 

[The  information  referred  to  follows:] 

We  now  have  $847  million  in  arrears  to  the  Multilateral  Development  Banks 
(MDB's).  This  is  almost  half  the  size  of  our  annual  scheduled  payments.  For  that 
reason  and  in  view  of  current  budgetary  constraints,  the  Administration  has  devi- 
ated from  past  practice  and  submitted  a  budget  request  for  less  than  the  full 
amount  owed  the  MDB's.  We  did  not  believe  that  full  clearance  of  arrears  in  FY 
1995  was  "do-able."  As  a  more  realistic  alternative,  we  worked  closely  with  0MB 
to  design  a  plan  that  would  clear  our  arrears  over  the  next  four  years. 

Clearance  of  hard  window  arrears  makes  the  most  headway,  per  dollar  of  budget 
authority,  in  regaining  lost  voting  shares.  Arrears  to  the  hard  windows  are  also 
small  relative  to  those  of  the  soft  loan  windows.  Accordingly,  the  first  year  of  the 
four-year  workout  period  concentrates  on  clearing  arrears  to  MDB  hard  windows 
(i.e..  International  Bank  for  Reconstruction  and  Development,  International  Finance 
Corporation,  Inter-American  Development  Bank,  Inter-American  Investment  Cor- 
poration and  African  Development  Bank). 

Senator  Sarbanes.  OK  Thank  you  all  very  much.  We  appreciate 
it. 

We  now  turn  to  the  second  topic,  the  aid  and  trade  issues  which 
were  on  our  agenda.  We  are  going  to  hear  from  our  colleagues.  Sen- 
ator David  Boren  of  Oklahoma  and  Senator  Joseph  Lieberman  of 
Connecticut. 

We  will  begin  with  you.  You  are  to  be  followed  by  a  panel  that 
will  be  discussing  this  aid  and  trade  issue,  including  people  from 
the  Chamber  of  Commerce  and  the  AFL-CIO  and  the  Institution 
for  International  Research  and  the  Coalition  for  Employment 
through  Exports. 

Senators  Boren  and  Lieberman  and  others,  Senators  Byrd  and 
Baucus  and  Roth,  introduced  a  bill  last  summer  on  this  subject.  Of 
course,  the  administration's  proposal  has  come  up  subsequently  to 
that,  so  I  do  not  know. 

I  would  be  interested  if  you  have  any  observations  on  how  much 
of  what  you  were  putting  forth  might  nave  been  included  by  them. 
I  think  that  would  be  very  helpful  to  us.  But  we  would  be  very 
happy  to  hear  from  you  at  this  point. 

STATEMENT  OF  HON.  DAVID  L.  BOREN,  U.S.  SENATOR  FROM 

OKLAHOMA 

Senator  BoREN.  Thank  you  very  much,  Mr.  Chairman  and  Sen- 
ator Kassebaum. 

I  am  really  pleased  to  appear  before  you  today  to  discuss  an 
issue  of  great  importance  to  our  future  economic  prosperity:  chang- 
ing our  foreign  aid  program  in  a  way  that  will  create  more  jobs 
here  at  home  and  more  markets  for  our  products,  a  concept  as  "Aid 
for  Trade." 

I  am  encouraged  that  the  subcommittee  has  decided  to  take  up 
the  issue  of  Aid  for  Trade  within  the  context,  as  the  chairman  just 
said,  of  the  Peace,  Prosperity,  and  Democracy  Act  of  1994. 

In  the  beginning,  I  want  to  commend  the  administration  for  mak- 
ing the  reform  of  America's  foreign  assistance  program  a  high  pri- 
ority this  year.  My  objective  this  afternoon  is  to  discuss  the  proper 
role  of  aid  for  trade  in  the  new  foreign  assistance  framework. 

As  we  reexamine  and  revise  our  foreign  assistance  structure,  we 
must  keep  in  mind  that  American  taxpayers  demand  a  return  on 
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their  foreign  investment.  Foreign  aid  can  benefit  the  recipient  na- 
tion and  simultaneously  promote  the  economic  interests  of  the 
donor. 

With  that  understanding,  I  joined  others  in  introducing  in  the 
102d  Congress  the  Aid  for  Trade  Act  of  1991,  which  was  cospon- 
sored,  as  has  been  said,  by  then-Senator  Bentsen,  Senator  Byrd, 
Senator  Baucus,  and  Senator  Lieberman.  The  revised  version  of 
that  legislation  passed  the  Senate  unanimously. 

Last  spring,  I,  along  with  Senators  Byrd,  Baucus,  Lieberman  and 
Roth,  introduced  S.  722,  the  Aid  for  Trade  Act  of  1993.  This  bill 
set  specified  limits  on  the  amounts  of  U.S.  aid  that  could  be  distrib- 
uted as  cash  with  no  strings  attached. 

In  addition,  it  increased  the  share  of  our  aid  devoted  to  capital 
projects  by  granting  the  Trade  and  Development  Agency,  TDA,  sub- 
stantial new  authority  and  funding.  The  bill  also  tightened  existing 
Buy  America  regulations  in  our  foreign  aid  program. 

Although  our  bill  called  for  changes  in  the  Foreign  Assistance 
Act  of  1961,  as  the  chairman  has  just  indicated,  I  believe  that  these 
principles  are  even  more  important  today  as  we  begin  crafting  a 
new  foreign  assistance  program. 

The  administration  has  placed  promoting  growth  through  trade 
and  investment  one  of  the  six  main  objectives  of  this  foreign  aid 
bill. 

This  emphasis  demonstrates  that  trade  and  export  assistance  are 
important  foreign  policy  tools  and  must  be  considered  on  an  equal 
plane  with  the  bill's  other  objectives. 

Title  V  of  the  bill  outlines  the  activities  of  a  number  of  agencies 
that  are  vital  to  the  implementation  of  Aid  for  Trade:  the  Overseas 
Private  Investment  Corporation,  OPIC;  the  Trade  and  Development 
Agency,  TDA;  and  the  Export-Import  Bank. 

OPIC  is  a  proven  and  effective  vehicle  in  aiding  American  busi- 
nesses entering  the  markets  of  developing  countries.  The  bill  also 
addresses  an  agency  I  have  long  supported  because  of  its  commit- 
ment to  Aid  for  Trade  principles. 

The  TDA  provides  funds  for  feasibility  studies,  architectural  and 
engineering  design,  and  other  activities  related  to  development 
projects.  TDA  opens  the  door  for  American  businesses  to  the  mar- 
kets of  developing  countries. 

The  administration's  bill  also  recognizes  that  EXIM  can  com- 
plement sustainable  development  programs  in  helping  expand 
United  States  exports. 

The  administration  has  create  a  $150  million  capital  projects 
fund  with  EXIM  to  help  American  businesses  become  involved  in 
infrastructure  projects  located  in  developing  countries. 

This  fund,  combined  with  the  existing  EXIM  war  chest,  as  it  has 
been  called,  that  is  designed  to  combat  tied-aid  practices  of  other 
countries,  will  allow  American  businesses  to  compete  for  capital 
projects  on  a  more  level  international  playing  field.  This  effort  is 
one  of  the  cornerstones  of  Aid  for  Trade. 

Mr.  Chairman,  while  I  commend  the  administration  for  the  direc- 
tion it  has  taken  in  the  provisions  I  have  just  outlined,  with  OPIC, 
EXIM,  and  TDA,  I  believe  that  more  needs  to  be  done. 

The  purpose  of  Aid  for  Trade  is  to  make  fundamental  changes 
the  way  our  country  gives  out  foreign  aid.  I  believe  that  American 
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taxpayers  are  angered  when  our  government  gives  away  their 
hard-earned  tax  dollars  without  receiving  anything  in  return,  or 
without  being  perceived  as  getting  anything  in  return. 

At  the  same  time,  our  economic  competitors  have  used  their  for- 
eign aid  programs  not  only  to  help  other  nations  but  to  create  new 
markets  for  their  own  products  at  the  same  time.  According  to 
many  estimates,  the  United  States  loses  $2.4  to  $4.8  billion  a  year 
in  exports  to  competitors  who  use  foreign  aid  in  export  financing. 

And  President  Clinton  said  in  May  of  last  year,  "The  work  that 
exporters  do  to  expand  jobs  and  growth  in  fundamentally  impor- 
tant, because  every  time  we  sell  $1  billion  of  American  products 
and  services  overseas,  we  create  20,000  jobs  here  at  home." 

So  the  use  of  foreign  aid  by  other  countries  in  a  way  that  we  are 
not  now  using  it  translates  into  a  loss  of  50,000  to  100,000  Amer- 
ican jobs  each  year. 

I  would  propose  five  improvements  in  the  new  foreign  assistance 

Erogram  that  is  before  us,  and  I  realize  that  it  is  now  stated  in  this 
ill  in  a  more  generalized  way  in  terms  of  objectives,  that  some  of 
these  changes  would  be  more  appropriately  placed  in  authorization 
and  appropriations  bills  as  the  process  unfolds. 

But  I  think  there  are  things  we  should  consider  at  this  time,  as 
you  look  at  the  overall  legislation,  which,  as  I  have  said,  I  think 
moves  in  the  right  direction  in  general. 

First,  I  think  we  should  significantly  reduce  the  amount  of  no- 
strings -attached  cash  that  our  Grovernment  hands  out  to  other  na- 
tions. We  should  assure  that  these  funds  be  used  to  purchase 
American  goods  and  services  whenever  possible. 

The  Aid  for  Trade  bill  set  limits  on  the  percentage  of  certain  for- 
eign assistance  funds  that  could  be  handed  out  as  cash  transfers; 
that  is,  payments  that  are  not  used  to  purchase  United  States 
goods  and  services  or  to  repay  foreign  debt  owed  to  the  U.S.  Treas- 
ury. 

You  could  always  propose  an  exemption  from  any  limits  on  cash, 
for  that  cash  that  was  going  to  other  countries  to  help  them  repay 
loans  back  to  the  United  States  Treasury. 

In  the  first  year  after  enactment,  under  our  bill,  no  more  than 
half  of  the  foreign  aid  could  be  given  as  cash  transfers.  And  by  the 
fifth  year,  under  our  proposal,  it  would  shrink  to  30  percent. 

Although  the  new  foreign  assistance  bill  creates  different  cat- 
egories of  foreign  aid,  similar  limits  could  be  included  in  the  legis- 
lation, and  I  would  hope  this  committee  might  consider  specific  lim- 
its on  cash  transfers  be  included  in  the  section  related  to  AID  pro- 
grams to  support  broad-based  economic  growth. 

To  ensure  that  this  transformation  actually  occurred,  AID  could 
be  required  to  report  to  Congress  annually  on  its  compliance  with 
moving  from  cash  toward  programs  that  will  assure  that  American 
products  are  used. 

Second,  we  should  place  a  greater  emphasis  on  capital  projects. 
Capital  projects  provide  roads,  phones,  schools,  power  lines  and 
other  building  blocks  of  development.  These  projects  are  the  form 
of  foreign  assistance  which  provide  the  highest  level  of  return  to 
American  businesses  and  workers. 

Until  the  early  1970's,  AID  correctly  devoted  a  much  larger  per- 
centage of  its  funds  to  these  projects.  Currently,  however,  we  spend 
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a  smaller  proportion  of  our  foreign  aid  budget  on  infrastructure 

f)rojects  than  any  other  OECD  nation.  OECD  donors  as  a  whole  al- 
ocate  about  24  percent  of  their  aid  for  economic  infrastructure, 
with  Japan  as  the  leader  at  39  percent. 

The  United  States,  on  the  other  hand,  spends  less  than  8  percent 
on  economic  infrastructure,  with  a  much  greater  emphasis  on  social 
programs  and  cash  transfers. 

The  new  foreign  aid  program,  therefore,  I  believe,  should  require 
the  United  States  to  increase  the  percentage  of  our  foreign  aid 
spent  on  capital  infrastructure  projects  to  at  least  the  OECD  aver- 
age at  the  same  time  that  we  reduce  cash  transfers. 

This  would  be  actually  the  mechanism  used  for  reducing  the  cash 
transfers,  or  one  of  the  important  mechanisms.  I  believe  that  the 
bill  should  contain  provisions  calling  for  a  tripling  of  the  percent- 
age of  foreign  aid  used  for  capital  projects  over  the  next  five  years. 
This  is  something  that  would  have  to  be  phased  in,  of  course. 

Third,  I  believe  we  should  make  the  Trade  and  Development 
Agency  a  higher  priority  and  fund  it  appropriately.  As  I  have  indi- 
cated, since  its  inception,  TDA  has  generated  over  $5  billion  in  ex- 
ports involving  over  1,000  U.S.  companies  in  47  states  and  the  Dis- 
trict of  Columbia. 

In  fiscal  year  1993,  TDA  was  involved  in  more  than  300  projects 
for  64  countries  in  areas  such  as  energy,  transportation,  water  and 
environment,  manufacturing  and  telecommunications. 

For  every  dollar  it  has  spent,  TDA  has  generated  an  average  of 
over  $25  in  increased  exports  of  U.S.  goods  and  services.  That  is 
a  very  impressive  return. 

TDA's  fiscal  year  1994  budget  is  $40  million.  Let  us  compare  that 
figure  with  what  one  of  our  competitors  spends  on  feasibility  stud- 
ies of  like  kind.  In  1991,  Japan  spent  $200  million  on  such  studies, 
eight  times  as  much  as  the  United  States  that  year. 

In  the  fiscal  year  1995  proposed  budget  proposed  by  the  Presi- 
dent, there  is  only  a  $5  million  increase  suggested  for  TDA.  I  be- 
lieve, quite  frankly,  that  is  insufficient.  Last  year  we  called  in  our 
bill  for  $400  million  to  be  transferred  from  other  AID  programs  to 
TDA. 

I  realize  that  we  were  trying  to  make  a  statement  with  that  pro- 
gram, that  that  kind  of  increase  might  well  be  too  large  to  occur 
in  any  one  year.  I  do  think  that  legislation  should  require  incre- 
mental increases  so  that  TDA  reaches  a  comparable  funding  level 
in  the  near  future. 

For  fiscal  year  1995,  I  believe  that  TDA  should  be  funded  at  a 
minimum  of  $80  million,  doubling  last  year's  budget.  That  would 
still  leave  us  with  far  less  than  half  the  amount  of  expenditure 
being  made  by  Japan  for  that  purpose. 

Fourth,  the  EXIM  Bank  should  aggressively  use  the  funds  it  re- 
ceives as  part  of  the  foreign  aid  budget.  Very  often,  we  have  given 
the  EXIM  Bank  tools,  such  as  the  war  chest,  that  have  not  really 
been  used. 

I  believe  that  Congress  should  require  periodic  reports  from  the 
EXIM  on  its  use  of  this  fund  and  on  the  war  chest  and  the  new 
fund  argued  for  and  advocated  by  the  President. 

Finally,  I  believe  the  new  bill  should  contain  strong  procurement 
requirements.  I  was  encouraged  by  the  procurement  language  al- 
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ready  included  in  the  administration's  proposal.  I  think  it  goes  far 
in  the  right  direction. 

However,  I  think  we  should  consider  extending  it  further.  The 
Aid  for  Trade  bill  included  very  specific  requirements  that  were 
necessary  for  new  foreign  assistance  programs. 

You  may  recall,  we  had  a  number  of  norrifying  examples  in  the 
past.  I  remember  the  Mozambique  aid  program  was  one  where  we 
ended  up  spending  millions  of  dollars  developing  an  automobile 
market  in  that  country  for  Japanese  and  Grerman  produced  auto- 
mobiles, and  not  a  single  American  automobile  ended  up  being  sold 
as  a  result  even  though  we  made  the  whole  dealer  infrastructure 
for  the  retailing  of  cars  in  that  country. 

Even  more  importantly,  we  must  make  sure  that  these  provisions 
are  strictly  enforced.  In  the  past,  they  have  been  easily  ignored. 

I  believe  that  the  AID  administrator,  again,  should  be  required 
to  submit  a  report  to  Congress  on  a  regular  basis  detailing  procure- 
ment by  the  agency  of  U.S.  commodities  and  services  and  identify- 
ing weaknesses  in  the  program. 

So  in  conclusion,  I  think  that  the  current  legislation  before  you 
is  a  great  step  in  the  right  direction.  It  has  much  to  commend  it 
in  terms  of  the  general  goals  that  it  sets  and  the  framework  and 
the  direction  it  sets. 

But  my  theme  today  is  a  simple  one:  whenever  possible,  Amer- 
ican foreign  aid  dollars  should  be  used  to  buy  American  goods  and 
should  not  be  used  to  benefit  our  competitors. 

By  using  foreign  assistance  to  promote  the  broad  objectives  of 
American  foreign  policy,  we  have  the  greatest  opportunity  to  create 
a  broader  and  stronger  constituency  for  foreign  aid  here  at  home. 

I  truly  believe  that  if  Americans  understand  that  there  is  a  di- 
rect benefit  flowing  back  in  terms  of  the  creation  of  jobs  here,  they 
will  be  more  sympathetic  to  the  use  of  American  dollars  to  meet 
the  very  real  needs  of  those  in  other  countries  that  we  have  been 
trying  to  meet  in  the  past. 

At  a  time  when  both  public  and  Congressional  support  for  foreign 
aid  is  shrinking,  these  proposals,  I  believe,  offer  us  the  best  oppor- 
tunity for  implementing  the  right  kind  of  program,  one  that  is  con- 
sistent with  our  American  interests  and  one  which  would  be  sus- 
tainable in  the  long  run. 

Again,  I  want  to  thank  you,  Mr.  Chairman  and  members  of  the 
committee,  for  letting  me  take  time  and,  let  me  say,  for  your  per- 
sonal interest  in  this  subject.  We  have  discussions  on  the  floor  in 
the  past  on  this  matter. 

Other  members  of  the  committee  have  entered  into  those  discus- 
sions as  well,  and  I  know  that  it  is  not  simple  to  bring  about  these 
changes.  They  have  to  be  phased  in  over  a  period  of  time,  and  we 
have  to  act  with  care  in  doing  so. 

But  I  do  think  it  is  important  that  we  move  in  this  direction  ex- 
peditiously and  with  real  deliberation. 

[The  prepared  statement  of  Senator  Boren  follows:] 

Prepared  Statement  of  Senator  David  L.  Boren 

Thank  you,  Mr.  Chairman,  and  members  of  the  Committee.  I  am  pleased  to  ap- 
pear before  you  today  to  discuss  an  issue  of  great  importance  to  America's  future 
economic  prosperity:  changing  our  foreign  aid  program  in  a  way  that  will  create 
more  lobs  here  at  home  and  more  markets  for  our  products — a  concept  known  as 
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"Aid  For  Trade."  I  am  encouraged  that  the  subcommittee  has  decided  to  take  up  the 
issue  of  Aid  for  Trade  within  the  context  of  the  Peace,  Prosperity,  and  Democracy 
Act  of  1994. 

I  commend  the  administration  for  making  the  reform  of  America's  foreign  assist- 
ance program  a  high  priority  for  this  year.  The  Peace,  Prosperity,  and  Democracy 
Act  is  more  than  simply  a  foreign  aid  bill;  it  is  an  attempt  to  provide  a  comprehen- 
sive statement  of  the  administration's  foreign  policy  goals. 

My  objective  this  afternoon  is  to  discuss  the  proper  role  of  Aid  for  Trade  in  the 
new  foreign  assistance  framework.  As  we  reexamine  and  revise  our  foreign  assist- 
ance structure,  we  must  keep  in  mind  that  American  taxpayers  demand  a  return 
on  their  foreign  investment.  Foreign  aid  can  benefit  the  recipient  nation  and  simul- 
taneously promote  the  economic  interests  of  the  donor.  With  that  understanding,  I 
introduced  in  the  102nd  Congress  the  Aid  for  Trade  Act  of  1991,  which  was  cospon- 
sored  by  Senators  Bentsen,  Byrd,  Baucus,  and  Lieberman.  A  revised  version  of  that 
legislation  passed  the  Senate  by  an  overwhelming  vote  of  99  to  0. 

Last  spring,  I,  along  with  Senators  Byrd,  Baucus,  Lieberman,  and  Roth,  intro- 
duced S.  722,  the  Aid  for  Trade  Act  of  1993.  The  Aid  for  Trade  bill  set  specified 
limits  on  the  amount  of  U.S.  aid  to  be  distributed  as  cash  with  no  strings  attached. 
In  addition,  it  increased  the  share  of  our  aid  devoted  to  capital  projects  by  granting 
the  Trade  and  Development  Agency  (TDA)  substantial  new  autnority  and  funding. 
The  bill  also  tightened  existing  "Buy  America"  regulations  in  our  foreign  aid  pro- 
gram. 

Although  our  bill  called  for  changes  in  the  Foreign  Assistance  Act  of  1961,  I  be- 
lieve that  these  principles  are  even  more  important  today  as  we  begin  crafting  a 
new  foreign  assistance  program. 

President  Clinton  has  stated  a  desire  to  put  economic  policy  at  the  heart  of  his 
foreign  policy.  The  Trade  Promotion  Coordinating  Committee,  chaired  by  Secretary 
of  Commerce  Brown,  issued  the  clearest  statement  of  this  new  policy  in  its  Septem- 
ber 1993  report  to  Congress.  The  report  opens  with  the  following  statement:  "Ameri- 
ca's future  depends  on  our  ability  to  compete  successfully  in  the  international  mar- 
ketplace." According  to  this  new  strategy,  America  must  export  in  order  to  grow, 
ana  government  must  play  a  more  focused  role  in  helping  the  private  sector  sell 
more  goods,  create  more  joDs,  and  compete  more  successfully  overseas.  We  must  en- 
sure 'that  every  dollar  is  spent  wisely  and  serves  the  public  in  the  best  way  pos- 
sible." This  idea  lies  at  the  heart  of  Aid  for  Trade. 

The  administration  has  placed  "Promoting  Growth  through  Trade  and  Invest- 
ment" as  one  of  the  six  main  objectives  of  its  foreign  aid  bill.  This  emphasis  dem- 
onstrates that  trade  and  export  assistance  are  important  foreign  policy  tools  and 
must  be  considered  on  an  equal  plane  with  the  bill's  other  objectives.  Title  V  of  the 
bill  outlines  the  activities  of  a  number  of  agencies  that  are  vital  to  the  implementa- 
tion of  Aid  for  Trade:  the  Overseas  Private  Investment  Corporation  (OPIC),  the 
Trade  and  Development  Agency  (TDA),  and  the  Export-Import  Bank  (Ex-Im). 

OPIC  is  a  proven  and  effective  vehicle  in  aiding  American  businesses  entering  the 
maricets  of  developing  countries.  When  it  decides  on  projects  to  support,  OPIC's 
threshold  Question  is  what  impact  this  project  will  have  on  our  economy,  our  busi- 
nesses, ana  our  labor.  Without  costing  tne  United  States  government  a  cent,  OPIC 
generates  jobs,  increases  exports,  protects  the  environment,  and  reduces  the  federal 
deficit.  It  is  an  Aid  for  Trade  showcase. 

The  bill  also  addresses  an  agency  I  have  long  supported  because  of  its  commit- 
ment to  Aid  for  Trade  principles.  The  TDA  provides  funds  for  feasibility  studies,  ar- 
chitectural and  engineering  design,  and  other  activities  related  to  development 
projects.  TDA  opens  the  door  for  American  businesses  to  the  markets  of  developing 
countries. 

The  administration's  bill  also  recognizes  that  Ex-Im  "can  complement  sustainable 
development  programs  in  helping  to  expand  United  States  exports."  The  administra- 
tion has  created  a  $150  million  capital  projects  fund  within  Ex-Im  to  help  American 
businesses  become  involved  in  infrastructure  projects  located  in  developing  coun- 
tries. This  fund,  combined  with  the  existing  Ex-Im  "war  chest"  that  is  designed  to 
combat  the  tied-aid  practices  of  other  countries,  will  allow  American  businesses  to 
compete  for  capital  projects  on  a  more  level  international  playing  field.  This  efibrt 
is  one  of  the  cornerstones  of  Aid  for  Trade. 

Mr.  Chairman,  while  I  commend  the  administration  for  the  direction  it  has  taken 
in  the  piDvisions  I  have  outlined,  1  believe  that  more  still  needs  to  be  done. 

The  purpose  of  Aid  for  Trade  is  to  make  fundamental  changes  in  the  way  our 
country  hands  out  foreign  aid.  American  taxpayers  are  angered  when  our  govern- 
ment gives  away  their  hard-earned  tax  dollars  without  receiving  anything  in  return. 
At  the  same  time,  our  economic  competitors  have  used  their  loreign  aid  programs 
to  create  new  markets  for  their  proaucts.  According  to  many  estimates,  the  U.S. 
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loses  $2.4  to  $4.8  billion  in  exports  each  year  to  competitors  who  use  foreign  aid 
in  export  financing.  As  President  Clinton  said  in  May  of  last  year,  "The  work  that 
exporters  *  *  *  do  to  expand  jobs  and  growth  is  fundamentally  important,  because 
every  time  we  sell  $1  billion  of  American  products  and  services  overseas,  we  create 
about  20,000  jobs."  This  translates  to  a  loss  of  50,000  to  100,000  American  jobs  each 
year  due  to  our  current  export  assistance  system. 

I  propose  five  important  improvements  in  the  new  foreign  assistance  program  that 
will  ensure  that  we  offer  the  right  kind  of  foreign  aid. 

First,  we  must  significantly  reduce  the  amount  of  "no-strings-attached"  cash  that 
our  Government  hands  out  to  other  nations.  We  should  assure  that  these  funds  be 
used  to  purchase  American  goods  and  services  whenever  possible.  The  lid  for  Trade 
Act  sets  limits  on  the  percentage  of  certain  foreign  assistance  funds  that  can  be 
handed  out  as  cash  transfers — that  is,  payments  that  are  not  used  to  purchase  Unit- 
ed States  goods  and  services  or  to  repay  foreign  debt  owed  to  the  U.S.  Treasury. 
In  the  first  year  after  enactment,  no  more  than  half  of  this  foreign  aid  can  be  given 
as  cash  transfers.  By  the  fifth  year,  cash  transfers  shrink  to  30  percent. 

Although  the  new  foreign  assistance  bill  creates  different  categories  of  foreign  aid, 
similar  limits  must  be  included  in  the  legislation.  I  suggest  that  specific  limits  on 
cash  transfers  be  included  in  the  section  relating  to  AID  programs  to  support  broad- 
based  economic  growth.  To  ensure  that  this  transformation  actually  occurs,  AID 
should  report  to  Congress  annually  on  its  compliance. 

Second,  we  should  place  a  greater  emphasis  on  capital  projects.  Capital  projects 
provide  roads,  phones,  schools,  power  lines  and  other  building  blocks  of  develop- 
ment. These  projects  are  the  form  of  foreign  assistance  that  provides  the  highest 
level  of  return  to  American  businesses  and  workers.  Until  the  early  1970's,  AID  cor- 
rectly devoted  a  much  larger  percentage  of  its  funds  to  capital  projects.  Currently, 
however,  we  spend  a  smaller  proportion  of  our  foreign  aid  budget  on  these  infra- 
structure projects  than  any  other  OECD  nation.  OECD  donors  as  a  whole  allocate 
about  24  percent  of  their  aid  for  economic  infrastructure,  with  Japan  as  the  leader 
at  39  percent.  The  U.S.,  on  the  other  hand,  spends  less  than  8  percent  on  economic 
infrastructure,  with  a  much  greater  emphasis  on  social  programs  and  cash  trans- 
fers. 

The  new  foreign  aid  program,  therefore,  should  require  the  United  States  to  in- 
crease the  percentage  of  our  foreign  aid  spent  on  capital  infrastructure  projects  to 
at  least  the  OECD  average  at  the  same  time  we  reduce  cash  transfers.  I  believe  that 
the  bill  should  contain  provisions  calling  for  a  tripling  of  the  percentage  of  foreign 
aid  used  for  capital  projects  over  the  next  5  years. 

Third,  we  should  maKe  the  Trade  and  Development  Agency  a  higher  priority  and 
fund  it  appropriately.  TDA,  along  with  OPIC,  is  proof  that  economic  assistance  and 
export  assistance  are  not  mutually  exclusive.  Since  its  inception,  TDA  has  generated 
over  $5  billion  in  exports,  involving  over  1,000  US  companies  in  47  states  plus  the 
District  of  Columbia.  In  FY  1993,  TDA  was  involved  in  more  than  300  projects  for 
64  countries,  in  areas  such  as  energy,  transportation,  water  and  the  environment, 
manufacturing  and  telecommunications.  For  every  dollar  it  has  spent,  TDA  has  gen- 
erated an  average  of  over  $25  in  increased  exports  of  US  goods  and  services.  TTiat 
is  a  very  impressive  return. 

TDA's  FY  1994  budget  is  $40  million.  Let's  compare  that  figure  to  what  one  of 
our  competitors  spends  on  feasibility  studies.  In  1991,  Japan  spent  $200  million  on 
such  studies — 8  times  as  much  as  the  US  that  year.  In  the  FY  1995  budget,  the 
President  has  proposed  only  a  $5  million  increase  for  TDA.  That,  quite  frankly,  is 
insufficient.  Last  year  I  called  for  $400  million  to  be  transferred  from  AID  to  TDA. 
While  that  increase  may  be  too  large  to  occur  in  one  year,  legislation  should  require 
incremental  increases  so  that  TDA  reaches  a  comparable  funding  level  in  the  near 
future.  For  FY  1995,  1  believe  that  TDA  should  be  funded  at  a  minimum  of  $80 
million,  doubling  this  year's  budget.  These  extra  funds  can  be  found  within  the  for- 
eign aid  program  as  we  redirect  money  to  ensure  that  foreign  aid  is  appropriated 
in  compliance  with  our  new  priorities. 

Fourth,  the  Export-Import  Bank  should  aggressively  use  the  funds  it  receives  as 
part  of  the  foreign  aid  budget.  For  too  long,  Ex-Im  used  its  war  chest  infrequently, 
allowing  its  funds  to  roll  over  from  one  year  to  the  next.  We  must  use  all  the  tools 
available  to  us  to  promote  American  competitiveness  overseas.  The  new  capital 
projects  fund,  thougn  it  is  quite  small,  offers  the  Bank  the  opportunity  to  take  on 
a  more  proactive  and  less  reactive  role.  Congress  should  also  require  periodic  re- 
ports from  Ex-Im  on  its  use  of  this  fund  and  the  war  chest. 

Finally,  the  new  bill  should  contain  strong  procurement  requirements.  I  was  en- 
couraged by  the  procurement  language  already  included  in  the  administration's  pro- 
posal. However,  I  think  it  should  be  extended.  The  Aid  for  Trade  Act  included  very 
specific  requirements  that  are   necessary  for  a  new  foreign  assistance   program. 
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These  requirements  dealt  with  past  problems  in  procurement  practices  relating  to 
motor  vehicles,  construction  and  engineering  services,  and  other  areas  in  which  U.S. 
taxpayer  money  had  been  used  to  purchase  foreign  goods.  Even  more  importantly, 
we  must  make  sure  that  these  provisions  are  strictly  enforced — in  the  past,  they 
have  been  too  easily  ignored.  The  AID  Administrator  should  be  required  to  submit 
an  annual  report  to  Congress  detailing  procurement  by  the  agency  of  US  commod- 
ities and  services  and  identifying  weaknesses  in  the  program. 

My  theme  today  is  a  simple  one:  whenever  possible,  American  foreign  aid  dollars 
should  be  used  to  buy  American  goods  and  should  not  be  used  to  benefit  our  com- 
petitors. By  using  foreign  assistance  to  promote  the  broad  objectives  of  American 
foreign  policy,  we  have  the  greatest  opportunity  to  create  a  broader  and  stronger 
constituency  for  foreign  aid.  At  a  time  when  both  public  and  congressional  support 
for  the  US  foreign  aid  budget  is  shrinking,  these  proposals  offer  us  the  best  oppor- 
tunity for  implementing  the  right  kind  of  foreign  aid — one  that  is  consistent  with 
our  American  interests. 

Senator  Sarbanes.  Thank  you  very  much.  Senator  Lieberman. 

STATEMENT  OF  HON.  JOSEPH  I.  LIEBERMAN,  U.S.  SENATOR 

FROM  CONNECTICUT 

Senator  Lieberman.  Thank  you,  Mr.  Chairman. 

I  have  a  longer  statement  that  I  would  ask  be  included  in  the 
record. 

Senator  Sarbanes.  It  certainly  shall  be. 

Senator  Lieberman.  In  the  continuation  of  the  good  news,  I  have 
a  shorter  statement  which  I  can  abbreviate  based  on  the  statement 
of  my  friend  and  colleague  for  Oklahoma,  Senator  Boren,  who  has 
been  a  leader  in  this  and  has  made  several  of  the  points  that  I 
wanted  to  make. 

The  basic  first  point  is  to  thank  you  for  taking  the  time  to  hold 
this  hearing  and  focus  on  the  whole  concept  of  aid  for  trade;  second 
to  express  my  own  satisfaction  that  the  administration  has  in- 
cluded some  of  these  aid  for  trade  ideas  in  their  Peace,  Prosperity 
and  Democracy  Act. 

The  basic  point  is  really  equity,  fairness,  that  the  money  we  are 
putting  out,  to  the  extent  that  it  makes  any  feasible  sense,  ought 
to  be  coming  back  to  American  business  or  being  put  out  in  a  way 
that  will  create  opportunities  abroad  for  American  business. 

And  second,  in  doing  so,  I  think  we  will  help  to  create  a  domestic 
constituency  for  foreign  aid,  which  at  this  point  in  popularity  runs 
slightly  behind  Tanya  Harding,  I  would  say. 

We  do  not  want  to  tie  the  President's  hands  with  our  proposals. 
We  want  to  change  the  general  rules  of  the  game  to  reflect  our  goal 
of  helping  others  while  we  also,  in  a  reasonable  way,  help  our- 
selves. 

And  while  we  do  not  want  American  businesses,  obviously,  run- 
ning our  foreign  aid  programs,  we  do  want  American  businesses 
and  the  American  people  to  benefit  from  those  programs. 

And  it  is  those  basic  principles  that  led  to  the  introduction  of  S. 
722  with  Senator  Boren  and  Senators  Baucus,  Byrd  and  Roth,  as 
well. 

I  would  just  add  one  point  behind  what  Senator  Boren  said,  and 
that  is  to  urge  that  we  look  seriously  to  something  that  had  been 
a  special  interest  of  mine,  devoting  more  of  our  resources  abroad 
to  capital  projects. 

We  spend  significantly  less  of  our  resources,  foreign  aid  re- 
sources, in  this  area  of  capital  projects.  We  spend  less  than  ten  per- 
cent than  any  other  OECD  country. 
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And  in  this  regard,  I  am  troubled,  I  must  say,  that  the  adminis- 
tration's proposal  repeals  language  in  the  Jobs  Through  Export  Act 
of  1992,  which  established  a  capital  projects  office  designed  to  in- 
crease funding  for  capital  projects  at  AID.  As  far  as  I  am  con- 
cerned, that  repeal  would  be  a  step  in  the  wrong  direction. 

So  finally,  Mr.  Chairman  and  Senator  Kassebaum,  my  point  is 
that  we  need  to  reform  our  foreign  aid  programs  so  that  they  are 
programs  with  support  and  value  and  home,  as  well  as  abroad.  I 
nope  that  the  committee  will  embrace  and  expand  upon  the  admin- 
istration's hard  work  in  this  important  economic  and  diplomatic 
area.  I  thank  you  for  your  time  and  attention. 

[The  prepared  statement  of  Senator  Lieberman  follows:] 

Prepared  Statement  of  Senator  Joseph  I.  Lieberman 

Mr.  Chairman,  and  members  of  the  Committee,  I  am  delighted  to  be  here  today. 
I  am  grateful  for  the  opportunity  to  talk  about  the  need  to  incorporate  the  notion 
of  lid  for  Trade  into  the  foreign  aid  debate  as  a  way  to  both  help  our  allies  around 
the  globe  while  at  the  same  time  maintaining  a  constituency  for  that  aid  at  home. 
And  I  am  grateful  that  the  Committee  has  expressed  an  interest  in  looking  at  this 
issue  as  you  begin  to  look  at  the  administration's  proposal  to  reform  foreign  aid — 
the  Peace,  Prosperity  and  Democracy  Act  of  1994. 

As  I  think  most  of  you  will  agree,  reform  of  our  foreign  assistance  programs  is 
overdue.  The  last  comprehensive  overhaul  was  adopted  over  thirty  years  ago  under 
the  icy  shadow  of  a  very  cold  war.  Thankfully,  those  days  are  gone.  At  tne  same 
time,  we  are  facing  new  threats  and  new  challenges.  The  administration  is  abso- 
lutely correct  to  press  for  an  international  aid  program  that  reflects  the  changed  na- 
ture of  the  needs  we  want  to  address  and  the  interests  we  have  around  the  world. 

This  Committee  has  worked  to  address  these  changes.  I  commend  you  for  the  time 
and  the  effort  that  you  have  devoted  to  these  important  issues  and  I  congratulate 
you  for  moving  so  quickly  to  address  the  administration's  proposals  in  this  area. 

I  also  want  you  to  know  that  I  know  how  tough  your  job  is.  Across  this  country, 
there  may  be  more  people  who  like  foreign  aid  than  like  that  skater  from  Oregon — 
but  I  would  not  risk  betting  on  that  fact.  There  has  not  been  a  foreign  aid  reauthor- 
ization for  nearly  ten  years,  and  it  is  no  secret  that  the  unpopularity  of  foreign  aid 
is  at  least  part  of  the  reason  why. 

My  arenament  today  in  appearing  before  the  Committee,  is  to  make  the  pitch  that 
Aid  for  Trade  is  a  way  to  enhance  our  foreign  aid  program — a  way  to  help  other 
countries  and  to  do  so  because  it  is  in  our  long-term  best  interest.  The  proponents 
of  Aid  for  Trade  believe  this  can  be  done  without  hurting  our  ability  to  provide  for- 
eign aid.  And,  by  creating  a  domestic  constituency  for  foreign  aid  our  ability  to  pro- 
vide foreign  aid  may  be  enhanced.  We  also  believe  this  can  be  done  without  tjring 
the  President's  hands.  We  don't  want  to  micromanage — we  want  to  change  the  gen- 
eral rules  of  the  game  to  reflect  our  true  goal  of  helping  others  while  we  help  our- 
selves. And  while  we  don't  want  American  businesses  running  our  foreign  aid  pro- 
grams, we  do  want  American  businesses  and  the  American  people  to  benefit  from 
those  programs. 

A  group  of  us  have  been  working  for  a  few  years  on  the  Aid  for  Trade  issue.  In 
1991,  I  joined  Senators  Boron,  Bcntscn,  Byrd,  and  Baucus  in  introducing  an  Aid  for 
Trade  Act  which  increased  the  share  of  foreign  aid  devoted  to  projects  built  with 
American  goods  and  services  and,  proposed  to  reduce  the  amount  of  foreign  aid  in 
the  form  oi  no  strings  attached  cash.  I  should  also  stress  something  very  important, 
our  legislation  exempted  humanitarian  assistance  from  all  of  the  above.  Despite  not 
having  a  last  name  that  began  with  the  letter  B — you  will  recall  that  this  group 
was  known  as  the  "killer  bees  and  Lieberman" — I  was  allowed  to  participate  fully 
in  this  group's  effort  to  work  on  lid  for  Trade  legislation.  And  it  was  truly  satisfying 
in  1991  when  a  revised  version  of  this  legislation  passed  the  Senate  in  a  99-0  vote 
as  an  amendment  to  the  foreign  aid  bill. 

In  1993,  we  lost  a  B  and  gained  an  R.  Senator  Bentsen  became  Secretary  Bentsen 
and  Senator  Roth  agreed  to  cosponsor  S.  722,  the  1993  version  of  the  Aid  for  Trade 
Act.  Highlights  of  S.  722  include  an  expansion  of  the  Trade  and  Development  Agen- 
cy (TDA),  a  reduction  in  cash  transfers  with  some  exceptions,  and  stricter  guidelines 
in  the  Buy  American  regulations  that  apply  to  foreign  aid. 

It  is  with  a  great  deal  of  pleasure  that  I  note  that  the  administration  has  taken 
some  of  these  ideas  to  heart.  They  have  demonstrated  a  clear  understanding  that 
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economic  security  here  at  home  has  a  lot  to  do  with  our  security  abroad.  The  Trade 
Policy  Coordinating  Committee,  led  by  Secretary  Brown,  issued  a  report  in  Septem- 
ber of  1993  which  stressed  the  need  to  create  opportunities  for  U.S.  exporters 
abroad.  The  opening  pages  of  that  report  noted  that  "we  must  export  to  grow."  Our 
Aid  for  Trade  proposal  is  very  much  a  way  to  create'  those  export  opportunities 
abroad  while  creating  interest  in  the  benefits  of  foreign  aid  here  at  home. 

The  administration's  Peace,  Prosperity  and  Democracy  proposal  makes  clear  that 
trade  and  export  assistance  are  important  foreign  policy  tools  which  should  share 
equal  billing  with  the  bill's  other  priorities:  sustainable  development,  building  de- 
mocracy, promoting  peace,  humanitarian  assistance,  and  advancing  diplomacy.  I 
wholeheartedly  support  this  move  to  help  our  allies  abroad  while  promoting  the  eco- 
nomic interests  we  have  in  this  country. 

"Tromoting  Growth  through  Trade  and  Investment"  is  Title  V  of  the  administra- 
tion's proposal.  This  title  highlights  the  important  role  of  a  number  of  agencies 
which  are  key  to  a  successful  aid  for  trade  strategy.  I  will  not  go  into  their  value 
in  great  detail.  However,  I  am  encouraged  that  the  administration  has  devoted  at- 
tention to  the  roles  of  the  Overseas  Private  Investment  Corporation  (OPIC),  the 
Trade  and  Development  Agency  (TDA),  and  the  Export-Import  Bank  (EXIM). 

The  procurement  language  in  Title  VIII  of  the  administration's  bill  also  comes  as 
welcome  news.  This  language  is  similar  to  language  that  was  contained  in  the  1993 
Aid  for  Trade  Act  which  made  clear  that  countries  receiving  foreign  aid  should  be 
buying  American.  With  very  few  exceptions,  the  administration's  proposal  stipulates 
that,  "funds  made  available  for  programs  under  this  act  may  be  used  by  the  Presi- 
dent for  procurement  only  in  the  United  States,  the  recipient  country,  or  developing 
countries." 

While  I  am  happy  with  these  developments,  I  believe  we  can,  and  should,  consider 
doing  more.  A  case  in  point  is  TDA.  The  administration  has  rightly  targeted  the 
TDA  budget  for  a  $5  million  increase  but  there  are  those  of  us  who  believe  that  we 
should  be  increasing  their  budget  more.  TDA  does  excellent  work  in  putting  to- 
gether studies  to  determine  whether  U.S.  export  projects  are  feasible  yet  in  1991 
we  spent  $35  million  on  these  studies  while  Japan  spent  nearly  six  times  that 
amount — $200  million.  I  know  these  are  difficult  budget  times  and  I  am  not  propos- 
ing an  overall  increase  in  the  foreign  aid  budget  to  increase  funding  for  export  pro- 
motion. What  I  am  suggesting  is  that  that  Congress  work  with  the  administration 
to  identify  those  areas  that  do  the  least  to  promote  our  foreign  aid  objectives  and 
consider  shifting  aid  to  those  areas,  like  TDA,  which  I  believe  do  a  tremendous 
amount  to  further  our  objectives. 

We  also  need  to  look  seriously  at  devoting  more  of  our  resources  to  capital 
projects.  We  spend  less  of  our  resources  in  this  area — less  than  ten  percent — than 
any  other  OECD  country.  A  May,  1992  Coopers  and  Lybrand  study  estimates  that 
Japan  and  Italy  devote  about  55  percent  of  their  foreign  aid  budgets  to  capital  as- 
sistance, Germany  and  the  UK  come  in  at  about  35  percent  of  their  foreign  aid 
budgets  and  Canada  and  France,  20  percent.  At  less  tnan  10  percent,  the  U.S.  is 
woefully  behind  and  we  are  not  making  a  tremendous  amount  of  progress  in  this 
area.  In  fact,  a  1991  study  by  Fred  Zobrist  at  AID  found  that  spending  on  capital 
projects  went  from  19.7  percent  of  AID's  budget  in  1984  to  a  scant  6.6  percent  of 
aid's  budget  in  1992.  would  also  like  to  stress  that,  in  talking  about  capital 
projects,  I  don't  necessarily  mean  an  enormous  project,  like  a  dam  or  an  airport. 
Capital  projects  don't  have  to  be  on  that  scale.  By  way  of  illustration,  a  smaller 
project  might  be  a  renewable  energy  plant  or  a  computer  skills  training  facility. 

I  am  particularly  distressed  that  the  administration's  Peace,  Prosperity  and  De- 
mocracy Act  repeals  Title  III  of  the  Jobs  Through  Exports  Act  of  1992.  This  title 
establishes  a  capital  projects  office,  designed  to  increase  funding  for  capital  projects, 
at  AID.  As  far  as  I  am  concerned,  repealing  the  establishment  of  this  office  is  a  step 
in  the  wrong  direction. 

We  need  to  reform  our  foreign  aid  programs  so  that  they  are  programs  with  sup- 
port and  value  at  home  as  well  as  abroad.  I  hope  that  the  Committee  will  embrace 
and  expand  upon  the  administration's  hard  work  in  this  important  economic  and 
diplomatic  area. 

Senator  Sarbanes.  Well,  we  thank  both  of  you  for  some  very 
helpful  testimony.  I  have  just  a  couple  questions  I  want  to  put. 

First  of  all,  let  me  make  a  comment.  I  do  think  that  the  Export- 
Import  Bank  under  Ken  Brody  is  moving  aggressively  now  on  uti- 
lizing the  war  chest  and  trying  to  create  a  level  playing  field  for 
American  exporters. 
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Their  position,  as  I  understand  it — and  I  support  this — is  that 
they  do  not  initiate  the  favorable  arrangements,  because  the  most 
preferred  position  is  that  no  countiy  should  be  engaged  in  these 
practices,  and  therefore  the  competition  ought  to  be  between  the 
companies  simply  on  the  basis  of  cost  and  quality,  which  is  straight 
out,  private  competition. 

But  if  other  governments  are  going  to  weigh  in  on  the  side  of 
their  exporters  with  aid  or  favorable  financing  arrangements  or 
whatever  it  may  be  in  order  to  get  the  contract,  that  then  the 
EXIM  Bank  and  the  U.S.  ought  to  be  there  beside  our  exporters  to 
keep  the  playing  field  level  and  assure  that  they  will  not  lose  the 
competition  because  of  the  intervention  of  the  other  government.  I 
strongly  support  that  approach. 

I  have  a  couple  questions.  Of  course,  a  lot  of  the  cash  transfers 
are  ESF  assistance.  Now,  if  a  country  is  in  fact  spending  in  the 
U.S.  the  equivalent  of  a  cash  transfer  or  even  in  many  instances 
in  excess  of  it,  would  you  still  cut  back  on  the  cash  transfer  ar- 
rangement? 

Senator  Boren.  I  think  that  could  be  counted  as — as  I  men- 
tioned, we  have  had  an  exemption  for  repayment  of  American 
loans.  You  know,  there  are  several  countries  involved  here  in  which 
we  are  making  direct  cash  grants  that  immediately  flow  back  to 
the  United  States  in  terms  of  repayment  of  loans. 

I  think  the  same  thing  could  have  a  compensating  balance  here, 
if  those  are  being  actually  spent  in  the  United  States.  So  you  would 
not  have  to  count  that  against  the  figure  for  reduction 

Senator  Sarbanes.  Yes,  because  in  some  instances  we  make  the 
cash  transfer  for  other  reasons. 

Senator  Boren.  Right. 

Senator  Sarbanes.  In  the  Middle  East,  for  example,  and  the 
countries  receiving  the  cash  transfer,  particularly  the  two  coun- 
tries, do  in  fact  spend  far  more  in  the  U.S. 

Senator  BoREN.  Yes. 

Senator  Sarbanes  [continuing].  For  goods  and  services  than  the 
amount  of  the  cash  transfer.  But  that  is  how  it  is  disbursed,  and 
they  get  it  away  from  project-related  assistance. 

Senator  Boren.  Right. 

Senator  Sarbanes.  Now,  I  take  it  that  is  OK 

Senator  Boren.  We  are  in  agreement.  That  is  OK  In  fact,  I  am 
told  that  the  way  we  define  cash  transfers  in  the  bill  would  include 
not  only  repayment  of  debt  but  dollars  spent  in  the  United  States. 

So  that  would  be  credited  against  that  figure  but  would  not  count 
against  the  amount  of  cash  expenditures  that  would  have  to  be  re- 
duced. 

Senator  Lieberman.  But  I  do  think,  Mr.  Chairman,  that  we 
would  want  to  make  clear  that  the  emphasis  here  is  on  encourag- 
ing where  this  money  is  going  to  be  used  to  purchase,  that  the  pur- 
chases be  made,  if  at  all  possible,  in  America,  that  they  buy  Amer- 
ican. The  fact  that  engendered  the  original  interest  here  was  the 
case  in  Mozambique  that  Senator  Boren  referred  to. 

So  I  guess  I  would  say  that  the  funds  spent  here  ought  to  be  con- 
sidered, but  I  do  think  that  we  ought  not  to  open — the  administra- 
tion's proposal,  I  will  read  it,  "Stipulates  that  funds  made  available 
for  programs  under  this  Act  may  be  used  by  the  President  for  pro- 
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curement  only  in  the  United  States,  the  recipient  country,  or  devel- 
oping countries." 

So  it  broadens  it  a  bit,  but  I  think  we  are  trying  to  have  the  tilt 
here  be  on  the  use  of  this  money  in  the  U.S. 

Senator  Sarbanes.  Well,  one  of  the  largest  recipients  of  cash 
transfers  is  the  State  of  Israel,  right? 

Senator  Lieberman.  Right. 

Senator  Sarbanes.  The  State  of  Israel  spends  for  U.S.  goods  and 
services  amounts  in  excess  of  the  cash  transfers  it  receives  from 
the  U.S. 

Senator  Lieberman.  Yes. 

Senator  Sarbanes.  But  that  is  not  a  tied  arrangement,  because 
for  a  lot  of  reasons  it  has  been  determined  that  the  best  way  to 
work  the  program  is  to  make  the  cash  transfer.  These  purchases 
take  place,  as  I  said,  in  amounts  far  larger  than  the  cash  transfer, 
but  there  is  not  a  direct  linkage,  as  it  were. 

Now,  I  am  just  trying  to  get  out  of  you,  are  we  going  to  have  to 
change  that  arrangement  as  you  would  propose  it? 

Senator  Lieberman.  Well,  the  language  in  the  administration's 
proposal  tilts  it  a  bit,  and  I  think  this  requires  a  bit  of  legislative 
artistry  here. 

I  think  we  are  trying  to  avoid  the  worst  situation,  where  a  recipi- 
ent country  takes  our  money  and,  without  any  hesitation,  spends 
it  in  a  third  country,  a  developed  country,  for  instance,  when  really 
we  want  to  put  the  emphasis  on  spending  here.  On  the  other  hand, 
we  do  want  to  give  some  credit  for  the  kinds  of  expenditures  that 
you  describe. 

Senator  BoREN.  One  of  the  things,  I  think,  that  would  ease  this 
situation  is  we  are  not  here  talking  about  a  country-by-country  cap. 

In  other  words,  the  kind  of  cap  we  are  talking  about  is  a  draw 
down  of  total  cash  outlays  with  no  strings  attached.  Now,  when  you 
start  from  the  very  beginning  and  exempt  money  sent  to  another 
country  for  the  purpose  of  repaying  for  foreign  loans — and  I  sup- 
pose the  country  where  that  would  have  the  largest  impact  would 
be  the  State  of  Israel — so  you  start  in  terms  of  exemption  of  that, 
quite  a  relatively  large  sum  of  money  is  exempt  right  off  the  bat, 
not  counted  as  a  cash  transfer. 

So  when  you  are  talking  about  bringing  down  cash  transfers  by 
50  percent,  you  are  not  counting  that  even  as  a  cash  transfer.  So 
that  is  set  aside  already. 

So  I  think  that  you  would  not  have  had  what  we  felt  in  looking 
at  this,  and  that  was  one  of  our  concerns  when  we  first  started 
looking  at  this  two,  three  or  four  years  ago  in  drafting  to  draft  lan- 
guage, was  that  we  not  batten  down  that  cap  so  low. 

We  still  allowed  50  percent  to  go  in  cash  transfers,  not  counting 
as  a  cash  transfer  money  for  repayment  of  loans.  We  felt  we  still 
had  enough  leeway  in  the  rest  of  it,  this  pot  of  money  that  was  not 
broken  down  into  individual  projects  or  by  country,  that  you  could 
still  meet  those  goals,  increasing  your  number  of  capital  projects, 
for  example,  and  that  is  one  of  the  essential  ways  we  shift  this  bal- 
ance from  cash  to  buying  American  products.  Much  of  it  is  shifting 
more  toward  capital  projects,  quite  frankly. 


187 

But  I  do  not  think  it  would  have  the  effect  of  pinching  on  specific 
programs  at  an  individual  country,  like  Israel  in  this  case,  the  ex- 
ample that  you  gave. 

Senator  Sarbanes.  All  right.  We  will  look  at  that  very  carefully. 
Senator  Kassebaum. 

Senator  Kassebaum.  Just  a  couple  of  things,  and  I  appreciate  the 
testimony.  I  know  this  has  been  an  interest  for  some  time,  and  I 
think  we  all  would  like  to  make  sure — without  making  too  definite 
in  language — that  the  general  purpose  are  the  thrust  and  the  direc- 
tion of  our  program. 

You  know,  in  the  1960's  infrastructure  was  a  major  emphasis.  At 
the  time,  many  felt  there  had  been  a  number  of  white  elephants, 
so  to  speak,  that  had  emerged  through  these  types  of  programs. 

Do  you  have  any  way  of  suggesting  how  that  might  be  avoided? 

Senator  Boren.  I  think  that  in  many  cases  what  is  happening — 
there  were  some  white  elephants,  undoubtedly.  And  I  think  when 
we  thought  of  capital  projects,  we  thought  of  huge  capital  projects 
at  that  time. 

What  we  are  seeing  now  is  that  many  countries  are  coming  to 
us.  I  know  when  I  was  in  Poland  a  few  years  ago,  they  were  talk- 
ing to  us  about  wanting  to  computerize  the  Polish  banking  system 
and  how  could  they  get  assistance  in  doing  that.  That  is  a  capital 
project,  and  they  wanted  to  do  it. 

It  was  not  something  we  came  to  them  and  said,  "You  should 
computerize  your  banking  system." 

They  said,  "We  are  going  to  computerize  our  banking  system.  We 
would  like  to  have  help." 

Obviously,  my  hope  would  be  that  instead  of  giving  cash,  which 
I  think  we  did  to  some  degree,  we  would  provide  them  cash  to  buy 
our  computer  equipment,  so  that  they  would  not  go  and  take  our 
money  for  a  project  they  are  going  to  carry  out  anywhere  and  buy, 
say,  German  or  Japanese  or  French  computer  equipment. 

I  think  by  concentrating  on  smaller  scale  projects,  and  a  lot  of 
it  has  to  do  with  technology,  you  are  still  meeting  a  very  direct  so- 
cial need  in  many  cases. 

One  of  the  projects  that  TDA  has  looked  at  in  the  past  has  to 
do  with  telecommunications  on  medical  testing,  something  we  are 
very  familiar  with  in  the  United  States,  especially  in  rural  areas 
where  you  can,  by  telephone  line,  send  that  cardiogram  to  a  spe- 
cialist someplace  else,  for  example. 

Instead  of  having  to  move  people  around  for  medical  treatment 
or  testing,  you  are  able  to  do  that  long  distance  by  simply  provid- 
ing, in  some  cases,  relatively  low  cost  equipment  to  rural  areas. 
That  is  particularly,  I  think,  needed  in  many  parts  of  Africa,  for 
example. 

So  you  can  put  American  medical  equipment  in  there  to  improve 
medical  care,  which  we  in  many  ways  have  thought  of  as  a  social 
service.  But  in  essence,  it  is  a  capital  project. 

So  I  think  in  many  ways  we  have  changed  our  concept  away  from 
like  building  one  huge  hydroelectric  dam  or  something  like  that  to 
other  kinds  of  projects  that  involve  American  equipment  and  tech- 
nology that  are  indeed  capital  projects,  but  they  are  very  often  re- 
lated directly  to  social  needs,  as  well  as  economic  development. 
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Senator  Sarbanes.  Would  you  address,  though,  on  that  point  the 
fact  there  is  a  body  of  opinion — and  we  get  testimony  about  it  here 
and  some  lobbying  on  behalf  of  it — that  says  a  lot  of  our  aid  pro- 
gram ought  to  be  addressed  to  human  needs,  health,  population, 
education,  microenterprises,  et  cetera,  none  of  which  are  a  capital 
project? 

Senator  BOREN.  Well,  I  think  some  of  them,  just  as  in  the  exam- 
ple I  just  gave,  there  are  certain  kinds  of  medical  equipment,  for 
example,  that  are  very  much  social  need  oriented  or  social  program 
oriented,  so  that  vou  use  technology  to  deliver  medical  services 
more  cost  effectively  and  to  more  people,  say  out  in  the  bush  some- 
place. There  are  projects  like  that  that  can  be  undertaken. 

I  do  not  think  we  should  go  to  other  countries  and  try  to  push 
them  into  projects  that  they  do  not  want,  but  I  think  if  they  are 
asking  us  for  those  projects,  that  it  is  far  better  for  us  to  try  to 
move  by  developing  them  rather  than  by  giving  them  cash. 

I  guess  I  would  just  say  I  think  there  is  a  reasonable  balance 
here  between  what  we  do  and  what  other  countries  do.  I  gave  the 
statistic  that  Japan  used  39  percent  of  their  total  aid  in  these 
kinds  of  projects;  we  use  8  percent.  OECD  averages 

Senator  Sarbantes,  No,  no.  I  am  not  talking  about  giving  them 
a  cash  transfer. 

Suppose  we  are  putting  the  money  out  and  we  say,  "We  are  put- 
ting this  amount  of  money  for  health  programs,  this  amount  of 
money  for  population  programs." 

And  let  us  assume  none  of  those  meet  your  capital  standard. 
Then  applying  the  capital  standard,  would  you  have  us  shift  money 
out  of  the  health  and  population  and  other  similar  programs,  basic 
training  programs,  and  so  forth? 

Senator  Boren.  We  potentially  could,  but  I  think  in  some  ways, 
not  necessary  so.  Because  if  these  are  projects  that  countries  are 
going  to  undertake  anyway  with  their  own  resources — let  us  say 
like  computerizing  the  banking  system  in  Poland — they  are  going 
to  undertake  that. 

It  is  not  something  we  are  pushing  at  them,  and  if  we  do  not  pro- 
vide the  resources,  they  are  going  to  use  their  own  resources  to  do 
it.  They  are  really  in  some  ways,  I  think,  changing  fungible  money 
around  so  they  can  undertake  those  projects. 

I  simply  feel  that  to  maintain  the  level  of  support  from  the  Amer- 
ican public,  that — we  are  not  saying  to  do  that  with  all  social  pro- 
grams by  any  respect,  but  I  think  we  need  to  have  a  more  appro- 
priate balance  in  which  Americans  can  also  feel  that  we  are  help- 
ing meet  a  need  that  is  perceived  in  that  country  anyway,  that  they 
are  going  to  undertake  anyway,  but  we  are  doing  it  in  a  way  that 
will  create  jobs  here. 

Senator  Lieberman.  Yes.  I  would  add  that  this  is  a  question  of 
balance.  To  answer  your  question,  which  is  a  tough  one,  I  say  we 
do  come  to  a  point  where  we  have  to  say:  well,  we  have  funded  it. 

We  obviously  should  continue  to  fund  health  and  human  social 
need  programs,  and  the  administration's  proposals  clearly  do  that. 

But  at  some  point  you  have  to  say,  "Well,  now  we  have  to  stop. 
Now  we  have  to  go  on  and  do  other  kinds  of  funding,  including  cap- 
ital projects,"  which,  incidently,  are,  if  properly  done,  critically  im- 
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portant  tx)  the  well-being  to  the  people  in  the  country  because  they 
often  mean  jobs  and  a  higher  standard  of  living. 

Let  me  just  read  some  numbers  for  you  briefly  from  a  Coopers 
and  Lybrand  study  of  May  1992  on  this  whole  question  of  capital 
projects.  We  come  in  at  less  than  10  percent. 

This  Coopers  and  Lybrand  study  showed  that  Japan  and  Italy 
devote  about  55  percent  of  their  foreign  aid  budgets  to  capital  as- 
sistance, Germany  and  the  United  Kingdom  come  in  at  about  35 
percent  of  their  foreign  aid  budgets,  and  Canada  and  France  at  20 
percent.  So  at  slightly  less  than  10  percent,  we  are  way  behind. 

The  other  part  of  this,  I  think  in  terms  of  the  interest  of  Amer- 
ican business  is  that,  particularly  in  the  case  of  the  kinds  of  high 
tech  capital  projects  which  Senator  Boren  has  referred  to  and 
which  tend  to  be  the  interest  of  recipient  nations  these  days,  once 
American  business  gets  into  the  infrastructure  of  the  country  in 
that  way,  there  is  then  opportunity  for  additional  business  in  sup- 
plies and  maintenance  and  all  the  rest. 

We  find  this  very  dramatically  in  Eastern  Europe,  of  course,  in 
the  newly  independent  states  where  there  is  a  great  competition  to 
do  the  initial  setup  of  a  telecommunications  network  or  a  computer 
network  with  the  understanding  that  that  makes  it  much  more 
probable  that  support  of  equipment  and  maintenance  of  parts  will 
all  be  coming  from  American  companies. 

Senator  Boren.  I  might  mention,  Mr.  Chairman,  just  on  the 
point  you  made,  in  our  original  bill  we  tried  to  get  at  this  problem 
that  you  are  talking  about  and  not  putting  undue  pressure  on  what 
we  would  call  humanitarian  assistance. 

It  is  true  we  put  some  pressure  on  it  by  moving  more  to  capital 
projects,  but  we  do  say,  as  far  as  the  cap  in  cash  transfers,  getting 
down  that  no  more  than  a  certain  amount  could  go  in  cash  trans- 
fers without  strings  attached,  we  do  exempt  cash  transfers  that  are 
strictly  for  the  purpose  of  humanitarian  relief. 

We  nave  put  the  cap  on  cash  transfers  for  economic  development 
programs.  So  we  do  try  to  draw  that  distinction.  We  do  not  cap  the 
amount  of  cash  transfer  for  humanitarian  programs;  we  cap  the 
amount  of  cash  transfers  for  economic  development  programs. 

So  the  cap  is  perhaps  not  as  onerous  because,  one,  we  exempt 
cash  that  goes  for  the  repayment  of  American  loans  and,  two,  we 
exempt  casn  that  is  going  for  direct  humanitarian  relief.  We  really 
leave  the  cap  mechanism  primarily  in  place  for  economic  develop- 
ment programs. 

But  it  is  true  that  there  is  some  pressure  undoubtedly  because 
of  this  push  to  put  more  into  what  we  have  defined  as  capital 
projects. 

Senator  Kassebaum.  I  would  only  add,  Mr.  Chairman,  because  I 
think  both  Senator  Boren,  you  and  Senator  Lieberman,  have 
brought  out  some  very  valid  points. 

And  I  think  particularly  when  you  go  back  to  the  1960's  maybe 
and  as  we  view  today,  one  thing  that  we  have  not  been  very  inno- 
vative in  doing  is  follow  through. 

When  you  talk  about  whatever  capital  project  you  might  be  in- 
volved in,  say  the  one  with  the  banking,  the  computerization  of  the 
system,  in  Poland,  it  is  also  then  being  there  to  help  train  those 
who  are  working  in  the  banks  in  Poland,  the  services  of  that  equip- 
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ment  by  those  there,  so  that  when  there  is  a  need  for  additional 
equipment,  there  are  those  there  who  know  and  have  become  used 
to  that  equipment,  that  they  will  look  to  further  purchases  here. 

I  think  other  countries  have  done  this,  particularly  Japan,  very 
well,  and  we  have  not  ever  spent  the  time  to  follow  through.  And 
I  think  that  is  an  important  component  today. 

Senator  Lieberman.  This  is  really  quite  similar  to  the  point  that 
the  chairman  made  about  the  EXIM  Bank  financing.  I  mean,  it  is 
some  measure  here  without  going  too  far  that  we  are  trying  to  level 
the  playing  field  in  foreign  aid  and  the  uses  to  which  other  devel- 
oped nations  have  put  it  to  assist  their  business. 

Senator  Sarbanes.  Well,  the  computerized  banking  system  in  Po- 
land is  an  easy  example,  and  I  agree  with  you  at  the  table. 

What  is  a  more  difficult  problem  is  a  highly  underdeveloped 
country  in  Africa.  Now  it  is  true  that  even  there,  when  the  Japa- 
nese come  in,  they  usually  come  in  to  do  a  capital  project. 

But  there  are  lots  of  development  experts  and  people  involved 
who  say,  "Look,  this  is  not  what  these  countries  really  need." 

And  there  was  in  fact  a  push  in  this  country  to  shift  our  policy 
focus  in  that  sort  of  country  toward  a  lot  of  these  human  develop- 
ment programs,  which  would  not  meet  your  criteria,  but  which 
some  argue  are  really  what  the  country  needs  if  it  is  to  start  mov- 
ing up  the  economic  development  ladder. 

And  that  is  the  sort  of  question  I  am  addressing.  I  mean,  there 
is  no  gap  between  us  on  computerizing  the  Polish  banking  system 
and  getting  American  computers  in  to  do  that,  obviously. 

But  I  do  think  we  need  to  think  through  this  other  problem  a  lit- 
tle bit.  I  think  Senator  Humphrey  actually  took  the  lead  in  this 
committee  in  shifting  that  focus  in  those  underdeveloped  countries 
toward  the  human  development  side,  and  we  need  to  look  at  that, 
I  think. 

Senator  Boren.  I  do  not  disagree  at  all  with  what  you  said.  It 
is  a  matter  of  striking  a  balance,  and  I  guess  what  we  are  sajnng 
is  we  think,  whereas  before  we  perhaps  tilted  particularly  toward 
a  few  large  projects — and  by  the  way,  that  is  something  else  that 
TDA  has  oeen  very  good  at  doing  and  I  think  OPIC  and  EXIM  are 
trying  very  hard  to  make  this  effort. 

We  do  not  just  do  a  few  huge  projects  that  only  a  few  very  large 
companies  can  do.  That  is  something  else  that  I  think  is  necessary 
to  focus  on. 

TDA,  for  example,  is  providing  a  lot  of  technical  assistance  to 
very  small  American  companies  that  probably  would  just  not  have 
a  chance  to  participate  in  overseas  projects  without  it. 

And  by  going  in  for  smaller,  if  vou  want  to  call  them  smaller, 
capital  projects,  many  of  them  involving  smaller  companies,  I  think 
we  are  avoiding  some  of  the  mistakes  of  the  past. 

But  I  agree  with  you,  and  I  would  not  suggest  we  should  go  com- 
pletely back  perhaps  even  as  far  as  our  competing  countries  are 
going. 

But  what  we  are  saying  here  is  that  I  think  there  is  a  balance 
that  needs  to  be  struck,  and  perhaps  we  have  gone  too  far  in  tilting 
the  balance,  especially  in  economic  development  projects  without 
being  careful  enough  sometimes  of  making  sure  that  we  do  create 
jobs  here  to  the  maximum  degree  possible. 
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Senator  Sarbanes.  Well,  thank  you  all  very  much.  You  have 
been  very  helpful. 

If  our  panel  would  now  come  forward.  [Pause.l 

We  will  have  discussion  and  commentary  on  the  issue  of  Aid  and 
Trade. 

First,  we  have  Dr.  Margee  Ensign,  Director  of  Development  Stud- 
ies at  the  Institute  for  International  Research  and  author  of  a  book 
entitled,  "Doing  Good  or  Doing  Well,  Japan's  Foreign  Aid  Pro- 
gram. 

Representing  the  AFL-CIO  will  be  Mr.  Phillip  Fishman,  assist- 
ant director  for  International  Affairs;  Mr.  Richard  O'Leary,  the 
chairman  of  the  U.S.  Chamber  of  Commerce's  Subcommittee  on  Ex- 
port Financing,  testifying  for  the  Chamber;  and  then  Mr.  John 
Hardy,  currently  the  director  of  Corporate  Development  and  Fi- 
nance at  Brown  and  Root,  and  formerly  deputy  director  of  the 
Trade  and  Development  Program,  who  will  represent  the  Coalition 
for  Employment  through  Exports,  which  encompasses  a  broad 
range  of  labor  and  industry  groups,  and  which  I  might  mention — 
along  with  the  Chamber  and  the  AFL-CIO,  was  very  much  in- 
volved in  the  development  of  the  Export  Promotion  Act  a  couple  of 
years  ago  and  the  Trade  Promotion  Coordinating  Council  and  the 
whole  requirement  of  a  strategic  export  policy. 

We  will  include  your  full  statements  in  the  record.  If  you  could 
abbreviate  them,  we  would  be  happy  to  hear  from  you. 

I  think,  Dr.  Ensign,  we  will  begin  with  you  and  then  just  move 
right  across  the  panel,  please. 

STATEMENT  OF  DR.  MARGEE  ENSIGN,  DIRECTOR, 
DEVELOPMENT  STUDIES  PROGRAM  AT  TULANE  UNIVERSITY 

Dr.  Ensign.  Thank  you,  Mr.  Chairman,  Senator  Kassebaum. 

In  the  years  following  World  War  II,  American  foreign  aid 
sprung  from  a  broad-based  vision  that  eventually  resulted  in  un- 
precedented growth  and  human  welfare,  especially  in  the  develop- 
ing world. 

Triumphs  over  infant  mortality,  growth  in  incomes,  life  expect- 
ancy, and  primary  education  were  greater  between  1950  and  1970 
than  any  previous  period  in  history. 

The  liberal  international  order  that  shaped  this  vision  and  which 
was  expressed  in  the  Bretton  Woods  institutions  operated  on  a 
premise  that  is  no  less  significant  for  today:  the  assumption  that 
economic  cooperation  and  mutual  development  are  in  everyone's 
national  interest.  Certainly  the  U.S.  foreign  aid  program  has  re- 
flected that  vision. 

The  Marshall  Plan,  launched  in  1947,  reflected  that  vision.  All 
of  our  contemporary  goals  for  foreign  assistance  were  present  at 
the  outset:  development  to  rebuild  societies  and  support  democracy, 
humanitarian  assistance  to  alleviate  suffering  and  starvation  in 
Europe  in  the  winters  of  1947  and  1948;  Commercial:  Much  of  the 
assistance  was  used  to  buy  American  goods  and  security,  respond- 
ing to  the  threat  of  communism. 

Now,  as  our  political  motives  for  supporting  foreign  aid  shift 
from  considerations  of  security  to  more  specifically  economic  goals, 
these  traditional  tenets  of  U.S.  aid  are  being  reexamined. 
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Mr.  Chairman,  the  purpose  of  my  testimony  here  today  is  to  say 
that  the  broader  vision  has  produced  superior  results,  and  that  a 
narrower  commercial  approach  to  foreign  aid  bears  very  little  fruit 
that  holds  up  under  close  scrutiny,  that  supporting  long-term  de- 
velopment in  the  developing  world  has  been  much  more  effective  in 
promoting  U.S.  economic  security  and  U.S.  exports  than  the  simply 
tying  of  assistance  or  capital  projects  could  ever  have  been. 

There  is  no  question  that  supporting  and  encouraging  U.S.  busi- 
ness abroad  is  essential,  both  for  our  economic  prosperity  as  well 
as  for  global  prosperity.  However,  export-based  aid  is  both  unpro- 
ductive and  shortsighted. 

Why?  It  has  not  worked  for  the  United  States.  United  States  ex- 
perience with  capital  projects  in  the  1960's  did  not  lead  to  the  in- 
tended objective  of  a  sustained  increase  in  U.S.  exports. 

A  recent  study  that  examined  American  supplies  from  this  period 
show  that  only  nine  percent  of  American  suppliers  received  follow- 
on  sales  of  exports. 

Second,  it  short  circuits  the  assistance  and  foster  inappropriate 
technology.  From  the  recipient's  perspective,  the  arguments  are 
well  known. 

The  empirical  evidence  shows  that  tied  assistance  reduces  the 
overall  value  of  the  aid  and  may  result  in  the  transfer  of  inappro- 
priate technology.  It  also  diverts  funds  from  other  development 
projects,  something  you  just  addressed. 

It  fails  to  address  the  real  issues  affecting  U.S.  growth  and  pro- 
ductivity. The  predictors  of  a  country's  competitiveness  are  sup- 
portive education  and  training,  support  for  research  and  develop- 
ment, and  a  modem  infrastructure,  including  telecommunications 
and  transportation. 

These  are  the  areas  where  U.S.  Government  policy  could  have  a 
major  impact  on  increasing  and  improving  U.S.  competitiveness  in 
the  world.  It  is  anticompetitive  and  undermines  U.S.  trade  policy. 

Our  trade  policy  is  a  commitment  to  that  premise  that  the  U.S. 
and  the  world  benefit  from  a  liberal  open  trading  regime.  Recent 
agreements  on  the  GATT  and  NAFTA  reaffirm  this  commitment. 

It  is  important  to  sustain  momentum  toward  open  trade  and 
open  aid,  especially  with  the  Japanese.  The  United  States  has  for 
a  number  of  years  pressed  for  openness  in  the  reduction  of  tied  aid 
among  all  OECD  countries. 

Following  the  recent  airing  of  closed  procurement  practices  in  its 
foreign  aid  program  in  my  book,  Japan  has  made  some  new  strides 
in  separating  aid  from  exports. 

This  is  not  the  time  for  the  United  States  to  send  mixed  signals 
or  to  create  opportunities  for  Japanese  retrenchment  on  this  sub- 
ject. Rather,  it  is  the  time  to  strengthen  and  implement  the  tied 
aid  guidelines  agreed  to  by  the  OECD  countries  in  1991. 

Further,  tying  U.S.  aid  now  could  slow  export-led  growth.  The 
United  States  economy  has  rebounded  from  the  low  growth  rates 
of  the  1980's,  and  U.S.  industries  have  regained  their  competitive 
advantage  in  many  sectors. 

In  fact,  U.S.  exports  grew  by  over  20  percent  in  the  fourth  quar- 
ter of  1993.  This  is  due  in  great  part  because  the  United  States  has 
encouraged  an  open  trading  system.  This  has  obviously  paid  off. 
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Export-based  aid  could  in  fact  hurt  this  new  growth  pattern  by 
encouraging  other  countries  to  tie  their  assistance,  thus  reducing 
the  amount  of  global  trade. 

It  makes  much  more  sense  to  encourage  open  procurement  so 
that  recipient  countries  can  choose  the  most  competitive  products, 
which  are  increasingly,  once  again,  U.S.  goods  and  services. 

An  open  trade  policy  and  aid  policy  is  based  on  the  recognition 
that  a  rising  world  economy  supports  all  nations.  The  most  produc- 
tive aid  program  meets  the  interests  of  both  donors  and  recipients. 

Based  on  this  analysis,  U.S.  assistance  should  not  be  increas- 
ingly tied  to  American  exports.  This  does  not  mean  that  support  for 
U.S.  exports  should  not  be  strong  or  proactive,  but  it  is  most  effec- 
tive in  a  different  arena.  U.S.  Government  policy  could  assist  U.S. 
industry  in  a  number  of  ways,  in  particular  by  improving  the  infor- 
mation available  to  industries  about  developing  country  markets. 

As  the  GAO  has  outlined,  ten  different  Federal  agencies  provide 
export  promotion  services  for  American  businesses.  There  is  a  great 
deal  of  overlap  in  these  programs. 

As  the  GAO  notes,  U.S.  export  promotion  funds  are  not  currently 
allocated  according  to  a  government-wide  strategy  based  on  a  set 
of  national  priorities.  The  Trade  Promotion  Coordinating  Commit- 
tee discussed  by  Joan  Spero  goes  a  long  way  in  this  direction. 

Title  5  of  the  new  foreign  aid  legislation  recognizes  that  "the 
twin  tracks  of  commercial  engagement  and  longer  term  sustainable 
development  represents  complimentary  means  of  advancing  U.S. 
interests.  It  maintains  the  buy  America  requirements  and  author- 
izes OPIC  and  TDA." 

I  think  the  administration's  policy  framework  for  trade  an  invest- 
ment, which  is  reflected  in  the  new  foreign  assistance  legislation  is 
appropriate.  It  recognizes  that  AID's  role  in  comparative  advantage 
is  not  in  direct  export  promotion. 

The  legislation  also  recognizes  that  U.S.  economic  and  political 
interests  are  best  served  by  supporting  sustainable  growth  and  de- 
velopment. AID  is  the  only  agency  in  the  government  that  can  do 
this  type  of  export  promotion,  which  is  long  run,  sustainable,  and 
requires  an  on-the-ground  presence. 

Finally,  it  is  important  to  note  that  today's  growing  U.S.  cus- 
tomers for  U.S.  goods  and  services  were  yesterday's  traditional  aid 
recipients.  This  is  not  abstraction. 

Developing  country  markets  are  the  fastest  growing  markets  for 
U.S.  goods  today,  particularly  those  with  high,  real  GDP  growth 
rates. 

It  is  a  fact  that  U.S.  foreign  assistance  played  a  major  role  in  the 
long-term  growth  and  development  of  several  of  these  lucrative 
markets,  Korea,  Taiwan,  and  Thailand. 

But  others,  including  China,  Hong  Kong  and  Malaysia  also  pur- 
sued development  patterns  known  in  the  field  as  virtuous  circles  of 
broad-based  growth  and  development,  which  offer,  very  briefly,  im- 
portant lessons  for  how  AID  should  be  targeted. 

First,  it  is  the  economy,  stupid.  Just  as  the  Clinton  administra- 
tion has  emphasized  the  importance  of  a  healthy  growing  U.S. 
economy,  we  can  point  to  a  corollary  in  the  developing  world. 
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One  of  the  determinants  of  growth  and  development,  and  thus 
the  capacity  to  import,  is  economic  growth.  East  Asian  countries 
have  exhibited  that. 

The  type  of  growth  matters.  These  countries  in  general  have  pro- 
moted economic  growth  strategies  that  are  inequity  based  and  have 
led  to  reductions  in  equality  in  these  societies. 

All  of  these  societies  have  emphasized  education,  particularly  for 
women,  health  care  and  population  reductions.  These  appear  to  be 
critical  elements  of  a  development  strategy  and  should  continue  to 
be  priorities  in  the  U.S.  aid  program. 

Finally,  instead  of  reorienting  the  U.S.  aid  program  toward  a 
commercial  one,  it  is  imperative  that  the  U.S.  retain  the  intellec- 
tual leadership  in  foreign  aid  and  the  global  vision  that  helped  to 
shape  the  international  order  after  World  War  II. 

We  must  also  recognize  that  the  final  frontier  and  development 
is  sub-Saharan  Africa.  Real  per  capita  income  in  sub-Saharan  Afri- 
ca is  close  to  what  existed  in  1960. 

African  countries  have  some  of  the  lowest  levels  of  life  expect- 
ancy, of  access  to  education  and  health  care  and  the  highest  levels 
of  infant  mortality  and  HIV  prevalence  in  the  world. 

Focusing  on  problems  of  Africa  should  be  among  the  highest  in 
priority  for  the  U.S.  aid  program.  This  would  not  happen  if  USAID 
pursues  a  capital-intensive  aid  program.  Middle  income  developing 
countries,  rather  than  the  poorer  developing  countries,  are  the 
major  beneficiaries  of  infrastructure  assistance. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Dr.  Ensign  follows:] 

Prepared  Statement  of  Dr.  Margee  M.  Ensign 

U  S  FOREIGN  ASSISTANCE  IN  THE  1990's:  THE  MERITS  AND  MYTHS  OF 

EXPORT  PROMOTION 

Mr.  Chairman,  Members  of  the  Committee:  In  the  years  following  World  War  11, 
American  policymakers  helped  to  shape  a  vision  of  that  post-war  world  that  resulted 
in  unprecedented  improvements  in  human  welfare.  In  the  developing  countries,  in- 
creases in  income  levels,  life  expectancy  and  in  primary  and  secondary  education 
and  declines  in  infant  mortality  were  greater  in  the  period  from  1950  to  1970  than 
in  any  previous  period  in  history. i 

The  liberal  international  order  that  shaped  this  vision  and  which  was  expressed 
in  the  Bretton  Woods  institutions  operated  on  a  premise  that  is  no  less  significant 
for  today:  the  assumption  that  economic  cooperation  and  mutual  development  are 
in  everyone's  interest.  The  U.S.  foreign  aid  program  also  reflected  this  vision. 

The  Marshall  Plan,  launched  in  1947,  was  the  largest  foreign  aid  program  ever 
conceived.  The  main  goals  of  this  program  were  to  rehabilitate  the  war-torn  econo- 
mies of  Europe,  to  alleviate  human  suffering,  and  to  bolster  the  political  and  eco- 
nomic strength  of  the  continent.  Much  of  the  assistance,  $13.2  billion  in  1948  dol- 
lars, was  used  to  buy  U.S.  goods.  Support  for  this  program  gained  speed  in  the  Con- 
gress as  the  threat  of  Communism  heated  up  across  Europe.  All  of  the  rationales 
for  the  U.S.  foreign  assistance  program  from  the  1950's  to  the  present  were  em- 
bodied in  the  Marshall  Plan-development:  (rebuilding  societies  and  supporting  de- 
mocracy); humanitanan:  (alleviating  hunger  and  starvation  in  Europe  in  the  wm- 
ters  of  1947  and  1948);  commercial:  (much  of  the  assistance  was  used  to  buy 
American  goods);  and  security:  (responding  to  the  threat  of  Communism).  AH  of 
these  rationales  persisted  from  the  1950's  to  the  present  even  as  the  geographic 
focus  of  the  U.S.  assistance  program  changed  from  Europe  to  the  developing  world 
and  our  knowledge  about  the  development  process  improved,  (see  Table  I). 


iSee  Michael  Rock,  "Twenty-five  Years  of  Economic  Development  Revisited,"  "World  Develop- 
ment, 21  (11),  1993,  pp.  1787-1801. 
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TABLE  I.— DEVELOPMENT  IDEAS  AND  U.S.  AID  RATIONALES— 1950-1990 


Ideas 

Rationales 

1950's 

Reconstruction  of  Europe 

Establishment    of    Bretton    Woods 

System 
Containment 

Humanitarian,   Development,   Com- 
mercial 
Development,  Security 

Security 

1960's 

Stages:  Growth-Stability 

State-led  Growth 

ISI-Import  Substitution   Industrial- 
ization 

Development,  Humanitarian,  Secu- 
rity 
Development 
Development,  Security 

1970's 

Basic  Needs 

NIEO-New   International   Economic 
Order 

Humanitarian,  Development 

1980's 

Policy  Reform 

Export-Led  Growth 
Democracy 

Development,     Security,     Humani- 
tarian 
Development,  Security 
Development,  Security 

1990's 

Broad-Based  &   Sustainable   Devel- 
opment Growth,   Democracy,   En- 
vironment, Population 

Economic  Security 
Human  Development 

While  all  of  these  goals  formed  the  basis  of  the  program  as  it  evolved  over  time, 
U.S.  foreign  aid  has  unfortunately  been  narrowly  represented  to  the  American  peo- 
ple in  the  last  forty  years  as  a  defense  against  communism.  With  the  end  of  the 
cold  war,  there  are  those  who  argue  that  the  dominant  ratij^nale  for  the  U.S.  aid 
program  has  disappeared  and  therefore  the  U.S.  aid  program  should  narrow  its 
focus  to  a  commercial  one — supporting  U.S.  exports. 

As  the  world  awoke  after  forty  years  dominated  by  a  communist  threat,  the  world 
that  has  emerged  is  fundamentally  different  from  that  of  the  late  1940's.  The  U.S. 
faces  a  new  set  of  domestic  and  international  challenges,  many  of  which  are  eco- 
nomic in  nature. 

In  the  interdependent  world  that  confronts  all  countries  in  the  1990's,  economic 
security  is  a  critical  component  of  national  security.  With  security  threats  diminish- 
ing somewhat,  at  least  for  the  present  time,  economic  strength  has  become  as  impor- 
tant as  military  might,  in  the  United  States,  exports  have  become  an  increasingly 
important  part  of  an  emerging  economic  security  strategy.  Export  growth  has  fueled 
our  economic  recovery  in  the  past  few  years.  From  1986  through  1990,  almost  40 
percent  of  the  growth  in  U.S.  GDP  was  due  to  increases  in  U.S.  exports  and  in  1990 
accounted  for  almost  75  percent  of  GDP  growth.  However,  exports  account  for  only 
7.1  percent  of  total  GDP.  As  our  economy  becomes  more  outward-oriented,  exports 
will  become  an  even  more  important  source  of  dynamic  growth  in  the  future.  For 
that  to  happen,  however,  it  is  critical  that  world  markets  remain  open  and  growing. 

There  is  no  question  that  supporting  and  encouraging  U.S.  business  abroad  is  es- 
sential both  for  U.S.  prosperity  as  well  as  for  global  prosperity. 

However,  export-based  aid  is  both  short-sighted  and  unproductive: 

U.S.  INTERESTS 

•  Has  not  worked 

•  Fails  to  address  the  real  factors  that  affect  productivity 

•  Is  anticompetitive  and  undermines  U.S.  trade  policy 

BENEFICIARY  INTERESTS 

•  Decreases  value  of  assistance 

•  May  lead  to  transfer  of  inappropriate  technology 

•  Diverts  funds  from  other  development  priorities 

IT  HAS  NOT  WORKED  FOR  THE  UNITED  STATES 

U.S.  experience  with  the  capital  projects  program  of  the  1960's  did  not  lead  to  the 
intended  objective  of  a  sustained  increase  in  U.S.  exports. 
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The  primary  means  for  tying  foreign  assistance  to  exports  has  been  the  U.S.  cap- 
ital projects  program.  Most  USAID  capital  projects  have  the  "Buy  America"  provi- 
sions where  procurement  is  tied  to  U.S.  suppliers.  The  benefits  to  U.S.  suppliers  are 
automatic;  a  project  of  $20  million  generates  contracts  for  $20  million  in  the  U.S. 
These  are  known  as  the  first  round  effects.  What  is  more  interesting  and  important 
are  second  round  effects:  whether  capital  projects  generate  follow-on  sales  alter  the 
USAID  funding  ends.  Until  recently,  there  has  been  little  empirical  data  on  these 
secondary  effects.  A  recent  study 2  that  examined  44  American  suppliers  from  this 
period  showed  that  only  9  percent  of  American  suppliers  received  lollow-on  sales  of 
exports. 

For  19  of  the  firms,  the  contract  provided  a  new  entry  into  the  market.  However, 
for  13  of  the  firms  this  was  the  only  business  ever  conducted  in  the  beneficiary 
country.  Only  four  of  these  obtained  follow-on  business  after  the  contract.  While  this 
sample  is  very  small,  it  provides  some  important  evidence  that  this  type  of  arrange- 
ment does  not  automatically  lead  to  follow-on  exports,  the  goal  of  the  program. 

A  larger  study  of  eighty  infrastructure  proiects  undertaken  by  USAID  during  the 
1950's  and  1960's  further  illustrates  the  problems  associated  with  these  projects: 

•  17  percent  of  the  projects  did  not  meet  their  targets  or  objectives; 

•  27  percent  were  poorly  or  inadequately  managed; 

•  An    additional    34    percent    were    poorly   or   inappropriately    designed   or 
planned; 

•  18  percent  had  insufficient  technical  assistance  and  training; 

•  12  percent  benefited  the  target  beneficiaries; 

•  5  percent  were  considered  to  be  well-designed; 

•  Only  6  percent  were  identified  as  having  improved  the  physical  quality  of 
life  of  the  beneficiaries;  and 

•  Only  10  percent  increased  private  sector  involvement  and  a  further  12.5 
percent  spurred  other  investment.^ 

FAILS  TO  ADDRESS  THE  REAL  ISSUES  AFFECTING  U.S.  GROWTH  AND  PRODUCTIVITY 

The  predictors  of  a  country's  competitiveness  are  support  of  education  and  train- 
ing, support  for  research  and  development,  (particularly  that  focused  on  industry) 
and  a  modem  infrastructure,  incluaing  telecommunications  and  transportation.^ 
These  are  the  areas  where  U.S.  Government  policy  could  have  a  major  impact  on 
Increasing  and  improving  U.S.  competitiveness  in  the  world. 

ANTI-COMPETITIVE  AND  UNDERMINES  U.S.  TRADE  POUCY 

Even  with  this  evidence,  does  it  not  make  sense  in  1994  to  tie  aid  to  exports — 
particularly  since  other  donors,  specifically  the  Japanese  have  followed  this  process 
with  success? 5  How  would  such  a  decision  relate  to  current  U.S.  trade  policy?  U.S. 
trade  policy  has  been  based  on  the  premise  that  the  U.S.  and  the  world  benefits 
from  a  liberal,  open  trading  regime.  Recent  agreements  on  the  GATT  and  NAFTA 
reiterated  this  support.  Currently,  the  Clinton  administration  is  pressing  Japan  to 
move  away  from  restrictive  trade  practices  and  to  open  its  domestic  economy  more 
to  foreign  trade  and  investment. 

In  the  aid  area  in  particular,  the  U.S.  has  for  a  number  of  years  in  the  OECD 
been  a  strong  supporter  of  reducing  tied  aid.  As  many  Japanese  officials  interviewed 
for  my  book  on  Japanese  assistance  point  out,  it  is  somewhat  hypocritical  and  incon- 
sistent to  press  for  more  open  procurement  in  the  aid  area  while  the  U.S.  program 
may  be  reversing  itself.  Moreover,  recent  evidence  on  the  Japanese  side  shows  that 
their  aid  program,  after  a  period  of  being  more  tied  than  their  official  statistics  indi- 
cated has  made  strides  in  delinking  aid  and  Japanese  exports.  What  is  more  impor- 
tant is  to  support  the  implementation  and  strengthening  of  the  new  tied-aid  guide- 
lines that  were  agreed  to  by  the  OECD  countries  in  1991,  with  strong  support  from 
the  U.S.  There  are  problems  with  this  agreement  and  it  is  important  to  strengthen 
the  implementation  and  enforcement  of  the  guidelines — which  would  then  move  all 
donors  away  from  tied  aid  practices  rather  than  going  in  the  opposite  direction — 
increasing  the  proportion  of  U.S.  aid  which  is  tied.  It  would  be  a  sad  irony  if  the 
U.S.  effort  to  promote  untied  aid  were  to  capitulate  the  strategy  itself. 


*  Draft  Report,  "Using  Capital  Projects  to  Promote  Development  and  U.S.  Commercial  Inter- 
ests," M.  Ensign,  J.  Liebcrson,  M.  McGovern,  R.  Muscat  and  J.  Stallings.  Prepared  for  the  Office 
of  Evaluation,  CDIE,  November  1993. 

3 See  Margee  Ensign,  Doing  Good  or  Doing  Well:  Japan's  Foreign  Aid  Program,  New  York: 
Columbia  University  I*ress,  1992.  p.  107. 

4  See  Michael  Porter,  The  Competitive  Advantage  of  Nations,  New  York:  The  Free  Press,  1990. 

sSee  Ensign,  pp.  49-79;  181-184. 
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Perhaps  more  importantly,  the  U.S.  economy  has  rebounded  from  the  low  growth 
rates  of  the  1980's  and  U.S.  industries  have  regained  their  competitive  advantage 
in  many  sectors,  in  fact  US  exports  grew  by  over  20  percent  in  the  fourth  quarter 
of  1993.  This  is  due  in  great  part  because  the  U.S.  has  encouraged  an  open  trading 
system.  This  has  obviously  paid  off.  Tied  aid  is  protectionist  and  has  never  fostered 
efficiency  or  competitiveness  in  the  long  term.  Tying  assistance  could  in  fact  hurt 
this  new  growth  pattern  by  encouraging  other  countries  to  tie  their  assistance  thus 
reducing  the  amount  of  global  trade,  it  makes  more  sense  to  encourage  open  pro- 
curement so  that  recipient  countries  can  choose  the  most  competitive  products — 
which  are  increasingly  once  again  U.S.  goods  and  services.  If  tied  aid  increases,  a 
question  we  then  need  to  ask  ourselves  is  whether  it  is  effective  to  have  trade  and 
aid  policies  working  at  cross-purposes. 

Finally,  the  benefits  of  tying  U.S.  assistance  compared  to  the  costs  in  terms  of  de- 
velopment and  U.S.  intellectual  leadership  in  foreign  aid  are  minuscule:  even  if  all 
U.S.  assistance  was  tied  this  would  "amount  to  only  1  percent  of  annual  U.S.  ex- 
ports and  one-tenth  of  one  percent  of  the  U.S.  gross  domestic  product."^  An  open 
trade  pwlicy  is  based  on  the  recognition  that  a  rising  world  economy  supports  all 
nations.  The  most  productive  aid  program  meets  the  interests  of  both  donors  and 
beneficiaries. 

REDUCES  VALUE  OF  ASSISTANCE  AND  MAY  RESULT  IN  INAPPROPRIATE  TRANSFER  OF 

TECHNOLOGY 

From  the  beneficiary's  perspective,  the  empirical  evidence  shows  that  tied  assist- 
ance reduces  the  overall  value  of  the  aid  ana  may  result  in  the  transfer  of  inappro- 
priate technology.  Although  difficult  to  measure,  one  study  has  estimated  that  tied- 
aid  increases  costs  by  20  to  30  percent.'  Excessive  prices  are  only  one  of  the  poten- 
tial costs  of  tied  aid  for  recipient  countries.  If  it  reduces  the  recipients'  choice  in  de- 
termining development  projects,  it  may  lessen  the  opportunity  for  projects  most  ad- 
vantageous to  the  recipients.  Other  indirect  costs  include  a  bias  against  projects  and 
programs  with  low  import  content  such  as  rural  development  projects  and  a  pref- 
erence accorded  to  projects  that  require  major  imports  in  areas  of  particular  export 
interest  to  the  donor. 

An  additional  problem  of  tied  assistance  is  that  once  projects  are  funded  there  is 
often  little  money  available  for  maintenance.  The  Philippines's  General  Hospital  is 
an  example  of  this  problem.  Completed  in  1989,  this  hospital  contains  state-of-the- 
art  equipment  acquired  from  Japan.  Unfortunately,  parts  for  repairing  equipment 
must  also  come  from  Japan,  and  funds  are  unavailable  for  required  maintenance 
costs  .8 

From  a  development  perspective,  reorienting  the  U.S.  foreign  assistance  program 
by  linking  aid  to  exports  of  capital  goods  would  unquestionably  hurt  the  poorer  de- 
veloping countries.  Capital  assistance  goes  primarily  to  the  middle  and  upper  in- 
come developing  countries,  many  of  which  could  begin  to  rely  on  commercial  financ- 
ing. Finally,  capital  assistance  also,  as  the  name  implies,  is  capital  intensive  and 
may  not  take  advantage  of  the  relative  abundance  of  labor  found  in  most  LDCs, 
thus  limiting  any  possible  employment-generating  effects  of  the  assistance. 

SUPPORTING  U.S.  EXPORTS 

Based  on  this  analysis,  U.S.  assistance  should  not  be  increasingly  tied  to  Ameri- 
ca's exports.  This  does  not  mean  that  support  for  U.S.  exports  should  not  be  strong 
or  proactive.  But  it  is  most  effective  in  a  different  arena.  U.S.  Government  policy 
could  assist  U.S.  industry  in  a  number  of  ways,  in  particular  by  improving  the  infor- 
mation about  developing  country  markets  to  U.S.  industries.  As  the  GAO  has  out- 
lined, 10  different  federal  agencies  provide  export  promotion  services  for  American 
businesses.  There  is  a  great  deal  of  overlap  in  these  programs.  The  GAO  notes, 
"U.S.  export  promotion  funds  are  not  currently  allocated  according  to  a  government- 
wide  strategy  based  on  a  set  of  national  priorities.  As  a  result,  U.S.  export  pro- 
motion efforts  are  diluted  because  they  are  spread  among  separate  programs  with 
separate  budgets  in  separate  agencies." »  It  would  be  more  efficient  and  potentially 
have  more  of  an  impact  if  these  programs  were  centralized  and  a  set  of  national 
priorities  established  to  guide  the  promotion  of  exports. 


^United  States  General  Accounting  Office,  "Accuracy  of  AID  Statistics  on  Dollars  Flowing 
Back  to  the  U.S.  Economy  is  Doubtful,"  August  1993,  p.2. 

'See  Catrinus  Jepma,  The  Tying  of  Aid,  Development  Centre,  OECD,  1991. 

8  See  Ensign,  1992.  pp.  83-93. 

9 U.S.  General  Accounting  Odice,  "Export  Promotion:  A  Comparison  of  Programs  in  Five  In- 
dustrialized Nations,"  1992,  p.  11. 
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Title  V  of  the  new  foreign  aid  legislation  recognizes  that  the  "twin  tracks  of  com- 
mercial engagement  ana  longer-term  sustainable  development  represent  com- 
plementary means  of  advancing  United  States  interests"  and  maintains  the  Buy 
America  requirements  and  authorizes  OPIC  and  TDA.  I  think  the  administration's 
policy  framework  for  trade  and  investment  which  is  reflected  in  the  new  foreign  as- 
sistance legislation  is  appropriate.  It  recognizes  that  AID's  role  and  comparative  ad- 
vantage is  not  in  direct  export  promotion.  The  legislation  also  recognixes  that  U.S. 
economic  and  political  interests  are  best  served  by  supporting  sustainable  growth 
and  development.  AID  is  the  only  agency  in  the  government  that  can  do  this  type 
of  "export  promotion"  which  is  long  run,  sustainable  and  requires  a  field  presence. 
I  further  believe  that  before  OPIC  and  IDA  receive  additional  funding,  a  comprehen- 
sive, integrated,  government-wide  strategy  should  be  developed  to  ensure  that  exist- 
ing shorter-term  export  promotion  programs  are  meeting  the  real  needs  of  American 
business. 

today's  growing  U.S.  CUSTOMERS  WERE  YESTERDAY'S  TRADITIONAL  AID  RECIPIENTS 

Finally,  it  is  critically  important  to  note  that  developing  country  markets  are  the 
fastest  growing  markets  for  U.S.  goods.  Between  1990  and  1991  exports  grew  by 
15.6  percent  while  growth  in  U.S.  exports  to  industrial  countries  during  that  period 
was  only  2.9  percent.  U.S.  exports  to  the  developing  world  in  general  have  increased 
quite  significantly  from  the  mid  1980's  to  the  early  1990's.  Developing  country  mar- 
kets, which  were  35.4  percent  of  total  U.S.  exports  in  1987,  had  rebounded  to  37.8 
percent  by  1991.  In  1991  the  largest  share  of  exports  to  the  developing  world  went 
to  Asia,  with  42.3  percent  of  exports  to  the  developing  world  going  to  this  region. 
As  Table  II  shows,  it  is  not  coincidental  that  real  GDP  per  capita  growth  rates  per 
year  were  highest  in  East  Asian  countries. 

TABLE  II.— REAL  GDP  PER  CAPITA  GROWTH  RATE 

[Percent  per  annum] 


Region 

1965-1980 

1980-1990 

East  Asia  

5.1 

6  2 

Latin  America  &  Caribbean  

3.5 

-0.5 

Sub-Saharan  Africa 

1.5 

-1  0 

Source:  World  Bank,  World  Development  Report  1992,  pp.  220-221,  268-269. 

Within  the  East  Asian  category,  U.S.  exports  increased  fastest  to  China,  Korea, 
Hong  Kong,  Malaysia,  Singapore  and  Thailand.  Moreover,  it  is  interesting  to  note 
that  for  all  of  these  Asian  countries  with  the  exception  of  Hong  Kong,  Japan  was 
the  top  aid  donor  from  1988-91.  Clearly;  the  U.S.  benefits  even  if  Japans  aid  in 
those  countries  is  tied.  Some  important  lessons  can  be  drawn  from  the  types  of 
growth  and  development  patterns  pursued  by  these  countries  that  show  how  U.S. 
foreign  assistance  might  best  be  targeted. 

LESSONS 

(1)  It's  the  economy,  stupid. — Just  as  the  Clinton  administration  has  emphasized 
the  importance  of  a  healthy  growing  U.S.  economy,  we  can  point  to  a  corollary  in 
the  developing  world.  One  of  the  determinants  of  aevelopment,  and  thus  the  capac- 
ity to  import,  is  economic  growth.  East  Asian  developing  countries  have  registered 
some  of  the  highest  growth  rates  in  the  world  in  the  past  decade.  All  have  relatively 
stable  macroeconomic  policy  and  high  levels  of  savings  and  investment.  This  points 
to  the  importance  of  continuing  to  support  the  policy  reform  efforts  in  the  develop- 
ing world. 

(2)  The  type  of  growth  matters. — These  countries  in  general  have  promoted  eco- 
nomic growth  strategies  that  are  equitably-based  and  have  led  to  reductions  in  in- 
equality in  these  societies.  Improving  access  to  credit,  reform  of  agricultural  policies, 
and  perhaps  most  importantly,  making  education  available  to  all  led  to  rapid  im- 
provements in  human  development  which  then  contributed  a  great  deal  to  the 
growth  story  in  these  countries. 

(3)  All  of  these  societies  have  emphasized  education-particularly  for  women,  health 
care  and  population  reductions. — These  appear  to  be  critical  elements  of  a  develop- 
ment strategy  and  should  continue  to  be  priorities  in  a  U.S.  aid  program. 
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In  combination,  these  policies  produce  what  has  been  called  a  virtuous  circle  lo  of 
broad-based  growth  and  development  and  olTer  some  lessons  for  targeting  foreign 
assistance.  Moreover,  in  several  of  these  countries — Korea,  Taiwan  and  Thailand — 
it  is  important  to  remember  that  U.S.  foreign  assistance  played  a  major  role  in  sup- 
porting the  growth  and  development  process  that  is  now  well  underway. 

Table  II  above  illustrates  the  increasing  divide  in  the  developing  world:  many  of 
the  East  Asian  countries  have  "graduated"  from  the  developing  country  category. 
Some  in  Latin  America  are  now  back  on  the  path  of  growth  and  development.  The 
clear  losers  in  the  developing  world  are  the  sub-Saharan  African  countries — many 
of  which  fell  behind  or  stagnated  during  the  1980's.  It  is  sub-Saharan  Africa  that 
is  the  final  frontier  in  development.  Real  per  capita  income  in  sub-Saharan  Africa 
is  close  to  what  existed  in  1960.  It  has  some  of  the  lowest  levels  of  life  expectancy, 
of  access  to  education  and  health  care  and  the  highest  levels  of  infant  mortality  and 
HP,  prevalence  in  the  world.  Focusing  on  problems  of  Africa  should  be  among  the 
highest  in  priority  for  the  U.S.  aid  program.  This  would  not  happen  if  USAID  pur- 
sues a  capital  intensive  aid  program.  Middle  income  developing  countries,  rather 
than  the  poorer  developing  countries  are  the  major  beneficiaries  of  infrastructure 
assistance. 

Instead  of  reorienting  the  U.S.  aid  program  toward  a  commercial  one,  it  is  impera- 
tive that  the  U.S.  retain  the  intellectual  leadership  in  foreign  aid  and  the  global  vi- 
sion that  helped  to  shape  the  international  order  after  World  War  II. 

The  definition  of  U.S.  national  interest  has  changed  from  one  based  almost  en- 
tirely on  strategic  and  political  concerns  to  one  increasingly  based  on  economic  in- 
terests. It  is  in  our  economic  as  well  as  political  interest,  just  as  it  was  in  the  post- 
World  War  II  period,  that  the  rest  of  the  world  have  sufficient  income  to  buy  their 
own  and  our  goods.  It  is  in  our  interest  from  a  global  perspective  that  we  contain 
and  reduce  environmental  degradation  and  that  population  growth  be  reduced.  It 
is  in  our  interest  as  human  beings  and  as  citizens  of  a  great  and  wealthy  nation 
that  people  not  live  in  the  poverty  that  is  endemic  in  the  developing  world.  A  recent 
World  Bank  report  documents  the  extent  of  that  poverty:  more  than  one  billion  peo- 
ple are  living  on  less  than  $1  per  day. 

The  challenges  remaining  for  the  developing  world  are  immense.  It  is  ironic  to 
note  that  in  1994  we  may  have  come  a  long  way  in  finally  knowing  how  to  "do  devel- 
opment" at  a  time  when  real  resources  for  development  assistance  are  declining. 
The  consensus,  however,  about  what  comprises  broad-based  and  sustainable  devel- 
opment is  reflected  in  the  administration's  new  strategies  for  development.  Our 
knowledge  about  the  development  process  has  evolved  dramatically  from  the  last 
post-war  period.  What  must  remain  beyond  question  is  our  willingness  to  retain  the 
global  vision  necessary  for  development  to  proceed,  to  retain  the  assumption  that 
development  is  in  everyone's  interest  rather  than  retreating  to  short-term  and  inevi- 
tably rtawed  calculations  of  U.S.  national  interest. 

Senator  Sarbanes.  Thank  you  very  much.  Mr.  Fishman. 

STATEMENT  OF  PHILLIP  FISHMAN,  ASSISTANT  DIRECTOR  FOR 
INTERNATIONAL  AFFAIRS,  AFL-CIO 

Mr.  Fishman.  Mr.  Chairman  and  members  of  the  subcommittee, 
on  behalf  of  the  AFL-CIO,  I  thank  you  for  the  opportunity  to  share 
our  view  on  U.S.  foreign  assistance,  trade  and  investment. 

As  you  requested,  Mr.  Chairman,  I  will  briefly  summarize  the  re- 
marks that  were  presented  in  our  written  statement. 

As  veterans  of  the  battle  over  NAFTA,  I  assume  that  all  of  you 
have  heard  something  about  the  AFL-CIO's  qualms  over  aspects  of 
America's  international  and  investment  policies. 

And  despite  our  opponents'  attempts  to  character  our  opposition 
to  NAFTA  as  isolationists,  protectionists,  or  both,  I  also  assume 
that  many  of  you  know  that  the  American  labor  movement  has  a 
long  history  as  one  of  the  most  internationalist  forces  in  our  coun- 
try. 


10  See  N.  Birdsall  and  R.  Sabot,  "Virtuous  Circles:  Human  Capital  Growth  and  Equity  in  East 
Asia,"  Background  paper  for  The  East  Asian  Miracle,  (Washington,  D.C.:  World  Bank,  1993). 
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The  AFL-CIO's  role  in  the  NAFTA  debate  was  a  demonstration 
of  our  deep  conviction  that  workers'  rights  must  become  an  integral 
part  of  the  U.S.  foreign,  trade,  aid  and  investment  policies. 

It  is  a  conviction  grounded  in  the  same  principles  that  have  al- 
ways guided  the  AFL-CIO,  a  belief  that  workers  everywhere  have 
a  right  to  life,  liberty  and  a  fair  share  for  their  labors. 

This  is  why,  after  World  War  I,  AFL  President  Samuel  Gompers 
conceived  of  and  helped  to  establish  the  international  labor  organi- 
zation; why,  after  World  War  II  the  American  labor  movement  pro- 
vided critical  support  for  the  launching  the  Marshall  Plan;  and 
why,  through  the  cold  war,  American  workers  always  supported  a 
strong  national  defense  and  an  active  U.S.  aid  and  trade  program. 

With  the  end  of  the  East-West  divide,  we  do  not  advocate  the 
pull  back  from  foreign  entanglements,  but  rather  that  the  nation 
move  forward  in  its  effort  to  promote  peace,  prosperity  and  democ- 
racy around  the  world. 

For  us,  these  goals  are  inseparable,  one  from  another,  as  is  their 
pursuit  from  our  struggle  to  defend  the  liberties  and  living  stand- 
ards of  Americans. 

Across  the  globe,  the  labor  of  millions  of  men,  women  and  chil- 
dren is  still  obtained  by  means  of  force,  intimidation  or  sheer  des- 
peration. Many  live  or  die,  solely  at  their  employers'  discretion. 
These  workers  are  neither  players  nor  beneficiaries  in  the  emerg- 
ing global  economy.  They  are  its  pawns. 

The  political  result  is  clear.  Workers  who  are  denied  basic  labor 
rights  have  little  hope  of  controlling  their  governments. 

Those  who  are  presented  from  speaking,  meeting  and  associating 
freely  cannot  band  together  to  form  unions  to  protect  themselves 
from  the  overwhelming  power  of  the  state  or  its  economic  and  polit- 
ical allies. 

In  this  regard,  recent  history  is  illustrative.  It  was  no  accident 
that  democratic  trade  unions  played  an  active  role  in  keeping 
Western  Europe  free  after  World  War  II,  that  Solidamosc  was  key 
to  the  Soviet  collapse,  or  that  from  South  Africa,  to  Chile,  to  the 
Philippines,  wherever  democracy  is  taking  hold,  free  trade  unions 
have  been  there. 

They  are  a  pillar  of  democracy,  giving  ordinary  working  men  and 
women  a  voice  in  their  own  political  and  economic  destiny. 

In  the  economy  arena,  the  stakes  are  equally  high.  Today,  capital 
flows  freely  across  international  borders.  Technology  is  almost  com- 
pletely mobile. 

Excnanges  between  branches  of  multinational  corporations  ac- 
count for  almost  half  of  all  world  trade,  and  several  international 
corporate  empires  now  have  incomes  at  their  disposal  that  are 
greater  than  the  total  gross  domestic  product  of  many  medium- 
sized  nations. 

It  has  become  a  simple  thing  for  companies  to  shop  the  world  for 
the  least  expensive,  most  exploitable,  and  best  trained  workers. 

The  employment  and  investment  requirements  of  one  nation  are 
easily  played  off  against  the  economic  desperation  of  another.  But 
workers'  rights  and  families  needs  can  be  repressed  by  force,  if  nec- 
essary. 

For  most  Americans,  the  economic  consequences  are  a  matter  of 
plain  common  sense.  If  workers  do  not  earn  enough  to  buy  the 
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goods  that  they  make,  you  will  end  up  with  too  many  workers  with 
too  little  money,  chasing  too  many  goods  and  services. 

Today,  developed  and  developing  nations  alike  are  trying  to  cope 
with  the  results.  Chronic  unemployment  social  and  political  desta- 
bilization,  increasing  income  inequality,  and  stagnating  real  wages 
and  living  standards,  the  very  circumstances,  in  fact,  which  pre- 
ceded and  cause  the  Great  Depression. 

Until  worker  rights  criteria  become  an  integral  part  of  multilat- 
eral trade  and  assistance  arrangements,  and  until  the  operations 
of  multinational  corporations  become  more  transparent  and  ac- 
countable to  the  citizens  of  the  nations  in  which  they  operate,  these 
structural  problems  in  the  global  economy  will  persist. 

Therefore,  as  we  examine  U.S.  aid,  trade  and  assistance  propos- 
als, our  questions  are  these:  while  we  work  to  promote  economic 
growth,  how  can  we  ensure  that  we  are  not  imposing  new  hard- 
ships on  poor  and  working  people  in  both  developed  and  less  devel- 
oped nations? 

How  can  we  ensure  that  workers  prosper  along  with  the 
wealthy?  And  how  can  we  ensure  that  any  burden  is  shared  equal- 
ly by  all  citizens  and  is  not  just  imposed  upon  workers? 

In  this  regard,  we  are  generally  pleased  by  the  Clinton  adminis- 
tration's proposals  for  foreign  assistance.  The  current  law,  first 
adopted  in  1961,  was  designed  to  respond  to  the  needs  and  prior- 
ities of  a  world  that  no  longer  exists.  We  agree  with  Secretary 
Christopher  that  a  new  framework  is  needed. 

We  are  especially  gratified  by  the  administration's  emphasis  on 
democracy  promotion  and  broad-based  economic  growth  as  fun- 
damental goals  of  U.S.  policy. 

We  believe  that  the  new  framework  would  improve  America's 
ability  to  respond  swiftly  and  fiexibly  to  a  changing  world  situa- 
tion. We  are  also  in  full  support  of  new  efforts  to  improve  U.S.  eco- 
nomic competitives  through  export  promotion  and  the  development 
of  new  markets  for  U.S-made  products. 

Finally,  let  me  say  a  few  words  about  Aid  for  Trade.  The  AFL- 
CIO  is  on  record  in  support  of  Aid  for  Trade  legislation.  We  have 
long  argued  that  the  promotion  of  equitable  development  in  the 
less-developed  world  and  the  promotion  of  domestic  economic  inter- 
ests are  not  mutually  exclusive  objectives,  and  we  see  Aid  for  Trade 
as  a  useful  concrete  mechanism  to  advance  this  concept. 

We  do  have  some  reservations,  however,  which  we  have  spelled 
out  in  the  past.  Let  me  mention  just  a  few  of  them.  First,  we  think 
it  is  important  that  capital  projects  funded  by  American  foreign  as- 
sistance do  not  directly  compete  with  U.S.  production. 

It  would  make  little  sense  to  us  if  efforts  to  boost  U.S.  capital 
exports  resulted,  for  example,  in  the  construction  of  steel  mills 
which  could  ultimately  harm  the  U.S.  domestic  industry. 

Second,  we  strongly  support  language  that  would  place  limita- 
tions on  the  ability  of  AID  to  waive  buy  American  requirements. 

Third,  we  would  also  like  to  see  a  requirement  that  the  transport 
of  U.S.  goods  and  equipment  be  done  on  American  flag  carriers. 

There  are  probably  one  or  two  other  concerns  which  I  have  over- 
looked, but  I  would  be  more  than  happy  to  provide  additional  infor- 
mation for  the  record  if  the  subcommittee  so  desires. 

Thank  you,  Mr.  Chairman. 
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[The  prepared  statement  of  Mr.  Fishman  follows:] 

Prepared  Statement  of  Phillip  Fishman 

Mr.  Chairman  and  members  of  the  Subcommittee,  on  behalf  of  the  AFL-CIO,  I 
thank  you  for  the  opportunity  to  share  our  views  on  U.S.  foreign  assistance,  trade 
and  investment. 

As  veterans  of  last  year's  battle  over  NAFTA,  I  assume  that  all  of  vou  have  heard 
something  about  the  AFL-CIO's  qualms  over  aspects  of  America  s  international 
trade  and  investmentpolicies.  And,  despite  our  opponents'  attempts  to  characterize 
our  opposition  to  NAFTA  £is  isolationist,  protectionist — or  both — I  also  assume  that 
many  of  you  know  that  the  American  labor  movement  has  a  long  history  as  one  of 
the  most  internationalist  forces  in  this  country. 

The  AFL-CIO's  role  in  the  NAFTA  debate  was  a  demonstration  of  our  deep  con- 
viction that  worker  rights  must  become  an  integral  part  of  U.S.  foreign,  trade,  aid 
and  investment  policies.  Regarding  NAFTA  we  remain  concerned  about  U.S.  work- 
er's job  loss  and  the  exploitation  of  Mexican  workers.  It  is  a  conviction  grounded 
in  the  same  principles  that  have  always  guided  the  AFL-CIO — a  belief  that  work- 
ers, everywhere,  have  a  right  to  life,  liberty  and  a  fair  share  in  the  fruits  of  their 
labors.  Tnis  is  why,  after  World  War  I,  AI"  L  President  Samuel  Gompers  conceived 
of,  and  helped  to  establish,  the  International  Labor  Organization;  why,  after  World 
War  II,  the  American  labor  movement  provided  critical  support  for  the  launching 
of  the  Marshall  Plan;  and  why,  throughout  the  Cold  War,  American  workers  always 
supported  a  strong  national  defense  and  an  active  U.S.  aid  and  trade  program. 

With  the  end  ofthe  East-West  divide,  we  do  not  advocate  a  pull-back  from  foreign 
entanglements,  but  rather  that  the  nation  move  forward  in  its  efTorts  to  promote 
peace,  prosperity  and  democracy  around  the  world.  For  us,  these  goals  are  insepa- 
rable, one  from  another,  as  is  their  pursuit  from  our  struggle  to  defend  and  extend 
American  liberties  and  living  standards. 

Across  the  globe,  the  labor  of  millions  of  men,  women  and  children  is  still  ob- 
tained by  means  of  force,  intimidation  or  sheer  desperation.  Many  live  or  die,  solely 
at  their  employers'  discretion.  These  workers  are  neither  players  nor  beneficiaries 
in  the  emerging  global  economy.  They  are  its  pawns. 

The  political  result  is  clear.  Workers  who  are  denied  basic  labor  rights  have  little 
hope  01  controlling  their  own  governments.  Those  who  are  prevented  from  speaking, 
meeting  and  associating  freely,  cannot  band  together  to  form  unions  to  protect 
themselves  from  the  overwhelming  power  of  the  State  or  its  economic  and  political 
elites.  In  this  regard,  recent  history  is  illustrative.  It  was  no  accident  that  demo- 
cratic trade  unions  played  an  active  role  in  keeping  Western  Europe  free  after 
World  War  II,  that  Solidarnosc  was  key  to  the  Soviet  collapse,  or  that  from  South 
Africa,  to  Chile,  to  the  Philippines — wherever  democracy  is  taking  hold — free  trade 
unions  have  been  there.  They  are  a  pillar  of  democracy,  giving  ordinary  working 
men  and  women  a  voice  in  their  own  political  destiny. 

In  the  economic  arena,  the  stakes  are  equally  high.  Today,  capital  flows  freely 
across  international  borders.  Technology  is  almost  completely  mobile.  Exchanges  be- 
tween branches  of  multinational  corporations  account  for  almost  half  of  all  world 
trade,  and  several  international  corporate  empires  now  have  incomes  at  their  dis- 
posal that  are  greater  than  the  total  gross  domestic  product  of  many  medium  sized 
nations.  It  has  become  a  simple  thing  for  companies  to  shop  the  world  for  the  least 
expensive,  most  exploitable  and  best  trained  workers.  The  employment  and  invest- 
ment requirements  of  one  nation  are  easily  played-off  against  the  economic  despera- 
tion of  another,  where  workers'  rights  and  families'  needs  can  be  repressed  by  force, 
if  necessary. 

For  most  Americans,  the  economic  consequences  are  a  matter  of  plain  common 
sense:  If  workers  don't  barn  enough  to  buy  the  goods  that  they  make,  you  will  end 
up  with  too  many  workers  with  too  little  money,  chasing  too  many  goods  and  serv- 
ices. Today,  developed  and  developing  nations  alike  are  trying  to  cope  with  the  re- 
sults— chronic  unemployment,  social  and  political  destabilization,  increasing  income 
inequality,  and  stagnating  real  wages  and  living  standards — the  very  circumstances, 
in  fact,  which  preceded  and  caused  the  Great  Depression. 

Until  worker  rights  criteria  become  an  integral  part  of  multilateral  trade  and  as- 
sistance arrangements — and  until  the  operations  of  multinational  corporations  be- 
come more  transparent  and  accountable  to  the  citizens  ofthe  nations  in  which  they 
operate — these  structural  problems  in  the  global  economy  will  persist. 

Therefore,  as  we  examine  U.S.  aid,  trade  and  assistance  proposals,  our  questions 
are  these:  While  we  work  to  promote  economic  growth,  how  can  we  ensure  that  we 
are  not  imposing  new  hardships  on  poor  and  working  people  in  both  developed  and 
less  developed  nations?  How  can  we  ensure  that  workers  prosper,  along  with  the 
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wealthy?  And  how  can  we  ensure  that  any  burden  is  shared  equally  by  all  citizens, 
and  is  not  just  imposed  upon  workers? 

In  this  regard,  we  aregenerally  pleased  by  the  Clinton  Administration's  proposals 
for  foreign  assistance.  The  current  law,  first  adopted  in  1961,  was  designed  to  re- 
spond to  the  needs  and  priorities  of  a  world  that  no  longer  exists.  We  agree  with 
Secretary  Christopher  that  a  new  framework  is  needed. 

We  are  especially  gratified  by  the  administration's  emphasis  on  democracy-pro- 
motion and  broad-based  economic  growth  as  fundamental  goals  of  U.S.  policy.  We 
believe  that  the  new  framework  would  improve  America's  ability  to  respond,  swiftly 
and  flexibly,  to  a  changing  world  situation.  We  are  also  in  full  support  of  new  efforts 
to  improve  U.S.  economic  competitiveness  through  export  promotion  and  the  devel- 
opment of  new  markets  for  U.S.-made  products. 

There  are,  however,  several  ways  in  which  the  Administration's  proposal  should 
be  improved: 

First,  we  have  been  troubled  by  recent,  deep  cut-backs  in  assistance  to  Asia  and 
Latin  America.  While  we  understand  the  need  to  set  new  priorities,  and  to  shift  re- 
sources accordingly,  we  urge  that  the  needs  of  these  regions  and  of  Africa  not  be 
forgotten. 

Second,  we  would  like  to  see  even  greater  fiexibility  in  foreign  assistance  pro- 
grams. For  instance,  in  order  to  enhance  democracy-promotion  efTorts,  Agency  for 
International  Development  funding  should  be  allowed  for  nongovernmental,  democ- 
racy-building initiatives  in  nations  which  are  not  eligible  for  AID  govemment-to- 
fovemment  programs,  due  to  economic  graduation  or  hostility  to  the  United  States, 
he  per  capita  GNT  figures,  which  govern  graduation,  tell  us  nothing  about  the  dis- 
tribution of  income  and  may  hide  the  reality  of  a  deeply  impoverished  citizenry. 
These  people,  and  their  democratic  civil  institutions,  should  not  be  prohibited  from 
receiving  our  assistance.  In  the  case  of  governments  which  are  hostile  to  U.S.  values 
or  which  sjxinsor  terrorism,  it  can  be  argued  that  any  prodemocracy  civil  institu- 
tions that  are  able  to  survive  under  these  regimes  need  our  aid  and  support  more 
than  any  others.  Consideration  should  also  be  given  to  changing  the  current  practice 
that  allows  some  nondcmocratic  governments  to  approve  or  disapprove  AID  funding 
for  democracy-building  initiatives  that  involve  direct  NGO-to-NGO  assistance. 

And  third,  we  believe  that  workers'  rights  and  families'  needs  should  become  a 
more  explicit  part  of  our  efforts  to  promote  peace,  prosperity  and  democracy.  The 
unfolding  crisis  in  Russia  is  a  dramatic  illustration  of  this  point.  In  lai^e  measure, 
the  current  political  instability  and  social  upheaval  were  brought  about  by  the  fail- 
ure of  economic  restructuring  programs  to  take  real  people  into  account.  Iriis  is  not 
to  say  that  we  advocate  a  slow-down  in  such  programs  or  a  pull-back  of  Western 
aid.  In  fact,  much  more  must  be  done,  and  done  quickly,  in  order  to  prevent  a  the 
current  window  of  opportunity  from  closing  for  another  generation. 

Contrast  our  current  response  to  the  needs  of  Russia  and  the  other  nations  of  the 
former  Soviet  Union  with  our  efforts  in  Western  Europe  under  the  Marshall  Plan. 
Then,  we  pledged  an  enormous  proportion  of  the  nation's  war-drained  resources  to 
rescue  a  region's  shattered  societies.  Now,  we  pledge  a  modest  amount,  and  have 
yet  to  deliver  more  than  a  minuscule  percentage  of  this  sum.  Then,  we  developed 
and  coordinated  a  broad  program — with  an  equal  emphasis  given  to  the  forging  of 
a  strong  civil  society,  including  free  unions,  a  free  media  and  other  independent, 
democratic  institutions;  the  establishment  of  democratic  government,  including  ad- 
ministrative, parliamentary  and  judicial  systems  on  a  national  and  local  level;  and 
the  reconstruction  of  the  economy,  including  the  building  of  a  public  infrastructure, 
as  well  as  a  thriving  private  sector.  Now,  our  technocrats  offer  platitudes  about  the 
benefits  of  the  free  market,  and  in  the  same  breath  complain  that  those  who  suf- 
fered under  70  years  of  totalitarian  rule  are  unwilling  to  suffer  enough  so  that  they 
might  join  the  modern  industrial  era.  Is  it  any  wonder  that  reactionism  has  begun 
to  take  hold? 

Clearly,  throughout  the  former  Soviet  bloc,  there  needs  to  be  a  major  withdrawal 
of  the  State  from  ownership  and  from  economic  micro-management.  But  it  is  equally 
important  that  the  extent  of  this  withdrawal  not  be  determined  by  dogmatists — as 
was  the  overwhelming  extension  of  State  power — but  by  democratic  debate  and  deci- 
sion. Western  institutions  should  see  to  it  that  this  critical  transition  period  in- 
cludes the  best  possible  coordination — with  equal  standing — between  social  and  eco- 
nomic policies.  Social  initiatives  that  serve  as  little  more  than  afterthoughts  to  the 
ravages  of  market  economics  will  not  avoid  the  protracted  chaos  that  the  world  now 
fears. 

The  AFL-CIO  stands  ready  to  work  with  the  administration  and  the  Congress  in 
pursuit  of  these  policies. 

Senator  Sarbanes.  Thank  you,  Mr.  Fishman.  Mr.  O'Leary. 
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STATEMENT  OF  RICHARD  O'LEARY,  CHAIRMAN  OF  THE  U.S. 
CHAMBER  OF  COMMERCE'S  SUBCOMMITTEE  ON  EXPORT  FI- 
NANCING 

Mr.   O'Leary.  Thank  you,  Mr.   Chairman  and  Senator  Kasse- 
baum.  We  have  submitted  a  rather  extended  statement  which- 


Senator  Sarbanes.  And  the  full  statement  will  be  included  in  the 
record.  We  are  very  pleased  to  have  it,  and  we  appreciate  the  effort 
that  obviously  went  into  it. 

Mr.  O'Leary.  It  reflects  the  policies  adopted  by  the  chamber 
board  on  behalf  of  the  215,000  members  this  week,  after  full  con- 
sideration of  the  legislation  before  us. 

The  chamber  has  long  advocated  the  conscious  and  explicit  inte- 
gration of  economic  security  and  diplomatic  priorities,  and  we  are 
heartened  by  the  President's  proclamation,  his  1995  budget  state- 
ment, that  international  and  security  policy  priority  is  in  the 
health  and  competitiveness  of  the  U.S.  economy  and  a  healthy  glob- 
al economy. 

Perhaps  it  would  be  best  to  just  advance  a  few  comments,  not 
necessarily  strung  together  in  a  great  logic.  Maybe  we  ought  to 
deal  with  some  myths. 

I  think  it  has  long  been  a  myth  that  AID's  addressing  human 
needs  is  exclusive  of  the  commercial  interests  of  the  United  States. 
We  do  not  think  that  AID  policy  should  be  driven  by  the  commer- 
cial interests  of  the  United  States. 

What  we  advocate  is  that  when  we  come  to  grips  with  that  bal- 
ance of  priorities  which  justifies  the  extension  of  aid,  that  we  take 
our  economic  interests  into  consideration  as  a  priority. 

We  consider  that  the  examples  of  those  countries  which  have 
grown  from  under-developed  countries  to  very  self-sufficient  coun- 
tries, which  were  previously  mentioned,  which  it  was  my  pleasure 
to  visit  back  in  the  mid-1950's  were  in  that  state,  they  grew  in  our 
judgment  because  those  cultures  could  put  in  place  the  hard  eco- 
nomic assets  around  which  all  the  other  considerations  could  be 
built. 

If  we  simply  consume  our  aid — that  is,  to  put  them  into  situation 
in  which  we  do  not  establish  any  residual  durable  assets — the 
minute  we  quite  spending  it,  we  have  no  carry-on  benefits. 

Another  myth  is  that  somehow  my  colleague  to  my  left  and 
American  business  do  not  share  common  cause  on  these  issues.  We 
do  share  common  cause.  We  are  in  full  accord  with  our  friends  from 
the  AFL-CIO  that  a  healthy  America  can  only  come  if  we  develop 
jobs. 

We  will  only  develop  jobs  through  exports  if  we  assist  lesser-de- 
veloped countries  in  building  their  infrastructures  and  raising  their 
standard  of  living  so  they  can  afford  to  buy  the  products  that  are 
produced  by  the  American  jobs. 

We  applaud  the  efforts  reflected  in  this  legislation  to  make  some 
progress  toward  putting  together  a  statement  that  reflects  the  post- 
cold  war  reality.  We  do  not  think  that  the  draft  as  it  now  stands 
goes  far  enough. 

We  think  it  falls  short  of  the  President's  vision.  It  fails  to  address 
the  full  spectrum  of  fundamentals  that  are  required  for  truly  sus- 
tainable development. 
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And  frankly,  the  inability  of  the  Secretaries  to  respond  to  the 
chairman's  question  as  to  just  what  they  meant  by  things  that 
were  sustainable  development  as  contrasted  with  things  that  were 
not,  I  am  frankly  at  a  loss  to  explain  why  they  were  confused. 

It  strikes  me,  if  we  do  not  think  we  are  achieving  sustainable  de- 
velopment with  the  expenditure  of  AID  dollars,  then  it  is  highly 
questionable  as  to  whether  or  not  we  should  be  extending  them,  be- 
cause it  is  sunk  funds. 

We  think  that  by  managing  trade  and  aid  intelligently,  we  can 
help  the  developing  world,  we  can  advance  U.S.  economic  interests, 
and  we  can  build  the  political  support  here  at  home  that  is  vital 
to  sustain  an  effective  foreign  assistance  program. 

Thank  you,  Mr.  Chairman,  for  this  opportunity.  We  stand  ready 
to  assist  the  staff  of  the  committee  in  working  on  these  problems. 

[The  prepared  statement  of  Mr.  O'Leary  follows:] 

Prepared  Statement  of  Richard  O'Leary 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Richard  O'Leary,  co-chair- 
man of  H  Enterprises  International,  a  holding  company  with  more  than  $400  mil- 
lion of  diverse  domestic  and  international  interests,  headquartered  in  Minneapolis. 
On  behalf  of  the  U.S.  Chamber  of  Commerce  membership  of  215,000  businesses, 
3,000  state  and  local  chambers  of  commerce  1,200  trade  and  professional  associa- 
tions and  69  American  Chambers  of  Commerce  Abroad,  I  appreciate  this  oppor- 
tunity to  comment  on  U.S.  foreign  assistance  programs,  specifically  the  "Teace,  De- 
mocracy and  Prosperity  Act  of  1994."  Three  days  ago,  our  Chamber  Board  of  Direc- 
tors, a  group  of  58  CEO's  of  businesses  of  all  sizes  from  around  the  nation,  reviewed 
this  Act  ana  issued  a  statement  which  is  embodied  in  my  testimony. 

Today,  I  will  discuss  two  main  issues:  first,  the  need  for  a  new  approach  to  foreign 
assistance  which  reflects  U.S.  evolving  national  interests  in  the  post-cold  war  era 
and  second,  the  Chamber's  views  on  the  extent  to  which  the  act  before  this  sub- 
committee supports  this  approach. 

FOREIGN  POLICY  PRIORITIES 

While  a  new  consensus  on  the  objectives  of  U.S.  foreign  policy  is  still  forming,  it 
is  clear  that  our  national  interest  in  a  post  cold  war  era  importantly  includes  our 
economic  interests  along  with  the  more  traditional  concepts  of  diplomatic  and  secu- 
rity concerns  which  dominated  policy  over  the  past  45  years.  Our  national  foreign 
policy  goals  are  increasingly  dep-ned  by  the  current  and  past  administration  in 
terms  of  our  own  economic  interests.  For  several  years,  the  Chamber  has  been  argu- 
ing for  a  conscious  and  explicit  integration  of  U.S.  economic,  security  and  diplomatic 
priorities. 

We  are  heartened  by  the  sections  of  President  Clinton's  1995  budget  submission 
to  Congress  dealing  with  National  Defense  and  International  Affairs.  The  first 
"basic  objective"  for  promoting  our  values  and  defending  our  national  interests,  says 
the  President,  will  be  "integrating  a  healthy  American  economy  into  a  healthy  glob- 
al economy."  The  administration  s  internal  review  of  foreign  and  defense  policies, 
says  the  Budget  report,  "has  led  to  fundamental  changes  in  our  foreign  policv,  put- 
ting trade,  competitiveness  and  market  expansion  front  and  center.  Finally,  the 
President  lists  our  "highest  priority  international  and  national  security  policy  is- 
sues: our  first  priority  is  the  health  of  the  American  economy  and  its  competitiveness 
in  a  healthy  global  economy." 

If  the  first  priority  of  foreign  policy  is  the  creation  of  an  American  economy  com- 
peting successfully  in  a  global  market,  then,  foreign  assistance  programs  should,  by 
definition,  clearly  support  this  objective.  We  believe  that  past  foreign  assistance 
policies,  programs  and  practices,  and  the  Act  now  under  discussion,  have  not  incor- 
porated our  economic  interests  as  a  priority  and  in  many  respects  have  been  anti- 
thetical to  such  interests. 

FOREIGN  ASSISTANCE  AND  U.S.  ECONOMIC  INTERESTS 

Economic  expansion  of  the  developing  world  advances  the  full  range  of  U.S.  na- 
tional interests:  economic,  strategic,  democratic,  and  humanitarian.  Growing  econo- 
mies in  the  developing  world  sustain  U.S.  employment,  nurture  the  spread  of  de- 
mocracy, promote  stability  and  raise  living  standards  across  populations.  An  effec- 
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tive  foreign  assistance  program  that  contributes  toward  that  end  makes  sense  for 
business  and  for  the  nation. 

First,  these  emerging  economies  represent  our  fastest-growing  export  markets, 
now  accounting  for  over  40  percent  of  overseas  sales.  An  increasing  number  of 
American  iobs,  and  higher-paying  manufacturing  and  service  jobs  are  dependent  on 
these  markets.  This  trend  will  continue.  These  markets  are  the  testing  grounds  for 
U.S.  companies'  ability  to  compete  on  a  global  basis.  To  the  extent  our  foreign  as- 
sistance programs  stimulate  economic  growth  in  the  developing  world,  the  demand 
for  U.S.  prooucts  and  services  should  grow  accordingly. 

Secona,  we  support  the  Administration's  new  emphasis  on  democracy-building  as 
a  priority  foreign  policy  goal.  Ultimately,  a  democratic  system  is  the  best  guarantor 
of  property  rights  and  contracts  and  other  elements  of  a  market  economy,  and  cre- 
ates a  positive  environment  for  long-term,  mutually  beneficial  trade  and  investment 
relationships  between  U.S.  and  indigenous  firms. 

Third,  foreign  assistance  can  encourage  market-oriented  policies  in  recipient  coun- 
tries which  spur  the  growth  and  the  development  of  private  enterprise  that  will  at- 
tract U.S.  commercial  engagement  with  these  emerging  markets. 

INGREDIENTS  OF  DEVELOPMENT 

As  the  experience  of  several  nations  over  the  last  40  years  demonstrates,  sus- 
tained economic  development  is  best  achieved  by  the  proper  mix  of  policies,  institu- 
tions and  infrastructure.  Recognizing  these  lessons,  a  U.S.  foreign  assistance  strat- 
egy should  focus  on  three  mutually  supporting  objectives: 

1.  Economic  Policy  Reform. — Sound  economic  policies  regarding  exchange  rates, 
prices,  money  supply,  financial  regulation,  reliance  on  market  forces  are  vital  to  de- 
velopment. Similarly,  trade  and  investment  policies  should  promote  engagement 
with  the  international  economy.  Reducing  trado  barriers  to  imports,  encouraging  in- 
vestment linkages  with  developed  nation  firms  and  creating  tne  right  conditions  to 
boost  the  competitiveness  of  local  firms  are  proven  means  of  stimulating  growth. 

2.  Institutional  Development. — The  inadequacy  of  basic  institutions  necessary  to  a 
market  economy  inhibit  growth  in  many  developing  countries.  A  legal  system  that 
protects  property  and  encourages  reliable  commercial  relations;  a  financial  system 
that  allows  capital  to  fund  its  most  efficient  uses;  and  a  regulatory  System  that  does 
not  hamstring  private  initiative  and  entrepreneurship  are  examples.  These  and 
other  institutions,  such  as  elections,  become  the  framework  for  a  democratic  society. 

3.  Infrastructure. — The  development  of  physical  infrastructure  (e.g.  transportation, 
energy,  telecommunications,  medical  facilities)  and  human  capital  (education,  work- 
er and  management  training,  the  diffusion  of  technology)  are  prime  contributors  to 
growth. 

FOREIGN  ASSISTANCE  AND  ECONOMIC  SELF-INTEREST 

With  the  above  factors  in  mind,  our  goal  should  be  a  foreign  assistance  strategy 
which  advances  our  commercial  interests  as  an  integral  part  of  the  development  ef- 
forts of  the  recipient  countries.  Given  the  competitive  pressures  we  face  in  global 
markets,  especially  in  the  fast-emerging  ones,  it  is  simply  not  the  case  that  stimu- 
lating growth  in  the  developing  world  will  necessarily  benefit  U.S.  firms  more  than 
our  world  competitors.  For  example,  using  foreign  assistance  to  encourage  a  reduc- 
tion in  import  restrictions  in  a  developing  economy  could  certainly  help  U.S.  prod- 
ucts gain  market  access;  it  will  also  benefit  Japanese,  French  or  Canadian  firms. 
The  same  is  true  of  institutional  reforms  and,  to  a  certain  extent,  infrastructure  im- 
provements. 

We  are  not  arguing  that  the  United  States  cease  funding  programs  on  policy  re- 
form or  institutional  development.  But  we  should  balance  these  priorities  with  pro- 
grams which  have  more  direct  benefit  to  our  competitive  posture.  Development  and 
U.S.  commercial  interest  are  not  antithetical.  The  U.S.  Government  should  develop 
a  coordinated,  inter-agency  approach  which  focuses  on  the  aspects  of  each  of  these 
main  themes  in  development  which  will  most  advance  U.S.  economic  interests.  For 
example,  we  might  concentrate  on  the  development  of  a  telecommunications  system 
in  a  country  and  the  policy  and  institutional  frameworks  associated  with  that  sector 
as  a  way  to  benefit  both  that  country's  economic  growth  and  U.S.  commercial  inter- 
ests. 

CAPITAL  PROJECTS  AND  INFRASTRUCTURE 

The  intersection  of  our  economic  interests  and  the  needs  of  the  developing  world 
are  nowhere  more  dramatic  than  in  the  area  of  capital  projects  and  infrastructure. 
Adequate  power,  transportation  and  telecommunication  infrastructure  are  necessary 
components  of  real  development.  Capital  projects  provide  the  base  for  industry  and 
for  improvements  in  standards  of  living  ana  the  development  of  outward-oriented 
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erowth  strategies.  The  success  of  export-driven  development  depends  on  rapid  in- 
dustrialization which  requires  investment  and  infrastructure,  in  addition  to  sound 
government  policies.  The  World  Economic  Forum  ranks  a  number  of  developing 
countries  on  the  basis  of  their  international  competitiveness.  Nations  that  rank  near 
the  bottom  of  their  list,  in  no  small  part  is  due  to  inadequate  infrastructure. 

Economic  trends  and  migration  to  the  cities  are  making  capital  projects  more  im- 
portant to  development  and  to  the  poor.  Accelerating  urbanization  in  the  developing 
world  is  straining  and  overwhelming  existing  infrastructure.  Lack  of  infrastructure 
and  environmental  protection  such  as  power,  clean  water,  sewage  treatment,  solid 
waste  removal,  transportation,  telecommunications  lowers  productivity,  undermines 
health  concerns,  raises  infant  mortality  and  generally  lowers  the  quality  of  life  for 
huge  and  growing  urban  populations,  reducing  U.S.  economic  opportunities.  Thus, 
many  capital  projects  directly  benefit  the  poor.  In  short,  the  threat  of  inadequate 
or  eroding  infrastructure  to  sustainable  development  and  the  environment  has  been 
well-documented. 

There  is  an  argument  that  capital  projects  are  "white  elephants"  with  question- 
able developmental  impact.  Developmental  soundness  can  and  should  be  a  prime 
criterion  for  any  capital  project  backed  by  U.S.  public  funds.  It  is  neither  fair  nor 
historically  accurate  to  claim  that  capital  projects  have  represented  a  higher  level 
of  waste  or  mismanagement  than  any  other  form  of  foreign  assistance. 

The  participation  in  major  capital  projects  has  become  a  competitive  imperative 
for  many  of  our  most  active  and  successful  exporters.  Sales  of  capital  goods  comprise 
over  50  percent  of  U.S.  manufactured  exports.  Yet  since  the  mia-1970's,  our  foreign 
assistance  strategy  has  virtually  abandoned  capital  project  support,  and  the  trend 
has  been  worsening  over  the  past  few  years. 

Recognizing  the  value  of  capital  projects  to  their  own  commercial  interests,  many 
of  our  competitors  continue  to  use  their  assistance  programs  to  win  contracts  for 
their  own  firms.  In  effect,  U.S.  firms  are  either  forced  to  bid  on  projects  using  their 
foreign  subsidiaries,  whose  governments  will  support  their  bid  with  foreign  assist- 
ance resources  (and  foreign  labor),  or  simply  pass  up  the  business. 

It  is  more  than  just  the  loss  of  a  specific  contract  that  is  at  stake.  Major  capital 
projects,  such  as  power  generation  or  telecommunications  systems,  produce  a  stream 
of  ongoing  business  in  spare  parts  and  the  establishment  of  technical  standards 
which  will  dominate  future  expansion  in  a  certain  area.  Loss  of  immediate  project 
contracts  are  thus  only  a  partial  picture  of  the  loss  to  our  competitive  position  in 
some  of  these  markets  of  the  future.  Apart  from  the  effect  on  U.S.  economic  inter- 
ests, the  failure  to  apply  our  resources  to  projects  with  hard,  enduring  value  denies 
the  developing  country  assets  that  are  vital  to  maintaining  development. 

In  this  competitive  environment,  the  current  and  proposed  support  for  U.S.  par- 
ticipation in  capital  projects  seriously  underestimates  the  need.  The  Trade  and  De- 
velopment Agency  plays  a  positive  role  in  helping  U.S.  firms  participate  in  the  ini- 
tial stages  01  major  projects,  but  it  has  neither  the  resources  nor  tne  mandate  to 
match  what  our  comfKjtitors  put  into  the  contest  With  the  exception  of  Egypt,  the 
Agency  for  International  Development  (AID)  has  only  marginally  been  involved  in 
capital  projects,  despite  strong  congressional  support  to  expand  in  this  realm. 

While  the  OECD  agreement  on  mixed  credits  does  reduce  the  scope  of  such  financ- 
ing and  has  had  an  impact,  it  leaves  projects  with  higher  concessional  rates  open 
to  our  competitors.  The  $150  million  fund  earmarked  by  the  Trade  Promotion  Co- 
ordinating Committee  to  the  Export-Import  Bank  last  September  to  combat  the  use 
of  mixed  credit  financing  by  OECD  competitors  is  not  being  used  proactively  enough 
to  meet  the  challenge.  In  short,  there  remains  a  significant  gap  in  U.S.  Government 
eflbrts  to  help  our  firms  meet  the  competition  in  capital  projects — a  gap  which  our 
competitors  are  glad  to  see  unfilled. 

THE  PEACE,  PROSPERITY  AND  DEMOCRACY  ACT 

The  Chamber  believes  that  the  Act  before  the  Subcommittee  improves  our  foreign 
assistance  efforts  by: 

•  Better  clarifying  the  purposes  of  our  foreign  assistance  programs  and  re- 
ducing the  33  separate  goals  and  75  priority  areas; 

•  Giving  the  Executive  Branch  more  discretion  in  implementing  the  goals; 

•  Calling  for  better  coordination  among  federal  agencies; 

•  Emphasizing  multilateral  efforts  consistent  with  our  national  goals; 

•  Identilying  the  promotion  of  growth  through  trade  and  investment  as  one 
of  the  six  priority  objectives  of  our  foreign  assistance  program;  and 

•  Strengthening  provisions  to  ensure  U.S.  private  sector  procurement  to  sup- 
port development  projects. 
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Despite  this  progress,  the  Act  falls  short  of  the  approach  we  have  been  advocating 
in  significant  ways: 

•  The  Bill  does  not  explicitly  recognize  that  a  vital  component  of  foreign  as- 
sistance should  be  the  support  of  U.S.  economic  interests,  and  that  the  support 
of  U.S.  business  participation  in  the  developing  world  should  be  a  prioritv  objec- 
tive of  foreign  assistance  programs.  In  lignt  of  the  fact.that  the  President  set 
trade  and  competitiveness  as  the  highest  priority  of  our  foreign  policy,  then  for- 
eign assistance  programs  should  explicitly  support  such  a  goal.  The  Act  should 
state  that  the  commercial  engagement  of  U.S.  firms  in  these  countries  can  ad- 
vance both  our  own  national  interests  and  furthers  sustainable  development. 
EfTective  monitoring  mechanisms  and  repwrting  requirements  should  be  estab- 
lished in  order  to  ensure  that  these  goals  are  met. 

•  The  Act  does  not  call  for  the  integration  of  the  goals  of  foreign  assistance 
programs  into  the  larger  national  export  development  strategy  as  outlined  in 
the  Trade  Promotion  Coordinating  Committee  (TPCC)  report  to  Congress  and 
as  formulated  by  the  White  House.  The  intersection  of  our  economic  interests 
with  the  developmental  priorities  of  recipient  countries  should  be  a  focus  for  for- 
eign assistance  programs.  For  example,  the  TPCC  recently  identified  emerging 
country  markets  and  key  sectors  which  have  significant  U.S.  export  potentiaL 
Our  foreign  assistance  programs  should  be  asked  to  contribute  to  the  realization 
of  this  potential,  while  at  the  same  time  addressing  the  development  needs  of 
the  recipient  country.  This  again  should  be  a  coordinated,  interagency  approach, 
with  the  foreign  assistance  and  trade  and  commerce-oriented  agencies  working 
closely  together  toward  the  same  ends. 

•  While  Title  V  realizes  the  importance  of  U.S.  trade,  investment  and  exports 
to  employment  and  prosperity,  tne  Act  eliminates  any  programs  designed  to 
promote  trade  and  investment  from  the  mandate  of  AID.  The  bill  states  that 
these  goals  will  be  met  by  other  agencies — Overseas  Private  Investment  Cor- 
poration (OPIC),  The  Trade  Development  Agency  (TDA)  and  the  Export-Import 
Bank — without  addressing  the  question  of  what  resources  will  be  used  to  meet 
these  additional  responsibilities. 

•  The  Act  fails  to  acknowledge  the  critical  role  of  capital  projects  and  infra- 
structure in  development  and  allocate  authority  and  resources  to  specific  agen- 
cies to  stimulate  the  participation  of  U.S.  firms  in  such  development.  The  Act 
never  even  mentions  the  words  "infrastructure"  or  "capital  projects,"  a  glaring 
omission  given  the  importance  of  these  areas  to  development.  In  fact,  the  Act 
specifically  repeals  Title  III  of  the  "Jobs  Through  Exports  Act  of  1992"  which 
called  for  AID  to  establish  an  office  to  support  developmentally  sound  capital 
projects.  If  AID  is  not  involved,  and  we  would  submit  that  no  agency  should  be 
excused  from  addressing  our  national  priorities,  the  Act  should  specify  which 
agencies  have  this  responsibility  under  the  TPCC  plan  and  give  them  sufficient 
resources  to  accomplish  the  mission.  For  example,  the  Trade  Development 
Agency  should  be  a  prime  candidate  for  a  major  role  in  this  area. 

•  Tne  Act  specifically  targets  Sub-Saharan  Africa,  the  former  Soviet  Union, 
the  African  Development  and  Inter-American  Foundations  and  other  programs 
without  stating  why  these  programs  warrant  this  priority  attention  as  opposed 
or  in  addition  to  other  programs  which  could  also  be  consistent  with  the  very 
generic  objectives  of  the  bill. 

•  While  there  are  sections  calling  for  cooperation  with  private  voluntary  or- 
ganizations, cooperatives  and  credit  unions,  there  is  no  mention  of  cooperation 
with  the  business  community  in  the  planning,  development  or  implementation 
of  foreign  assistance  programs  aimca  at  an  otherwise  undefined  "sustainable 
development." 

•  Supervision  of  foreign  assistance  under  this  bill,  including  the  role  of  OPIC, 
TDA  and  the  multilateral  financial  institutions,  is  given  to  the  Secretary  of 
State.  Given  the  multiple  purposes  of  foreign  assistance,  which  should  include 
the  promotion  of  U.S.  economic  interests,  this  management  arrangement  should 
include  the  direct  involvement  of  the  National  Economic  Council  and  the  agen- 
cies responsible  for  economic  policy  and  programs  (e.g.,  Treasury,  Commerce, 
Agriculture). 

Most  of  our  competitors  realize  that  economic  interests  and  development  are  mu- 
tually supportive.  This  does  not  mean  funding  infrastructure  projects  with  marginal 
developmental  impact  lust  because  a  U.S.  firm  can  win  a  contract  It  does  mean  that 
we  should  use  our  scarce  resources  where  they  will  have  the  most  job-producing, 
commercial  benefits  for  the  infrastructure. 

While  H.R.  3765  attempts  to  clarify  the  purposes  of  our  foreign  assistance  pro- 
grams and  reduce  the  proliferation  of  objectives,  it  falls  to  adequately  address  our 
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economic  interests.  Including  TDA  and  the  OPIC  in  the  Act  simply  reauthorizes  ex- 
isting programs — the  fundamental  shape  of  foreign  assistance  is  not  altered  to  re- 
flect the  President's  highest  foreign  policy  objective:  a  competitive  American  econ- 
omy engaged  in  a  healthy  world  economy. 

Adopting  the  U.S.  Chamber's  recommendations  would  not  only  benefit  U.S.  busi- 
ness and  support  American  jobs,  it  would  also  better  leverage  our  scarce  resources. 
By  managing  trade  and  aid  more  strategically,  we  can  help  the  developing  world, 
advance  our  economic  interests  and  build  domestic  political  support  vital  to  a  sus- 
tained and  efiective  foreign  assistance  program. 

Mr.  Chairman,  we  appreciate  this  opportunity  to  share  our  views  as  you  consider 
ways  to  enhance  the  effectiveness  of  our  foreign  assistance  efforts. 

Senator  Sarbanes.  Thank  you  very  much.  Mr.  O'Leary.  That  was 
a  very  helpful  statement.  Mr.  Hardy. 

STATEMENT  OF  JOHN  HARDY,  JR.,  DIRECTOR,  CORPORATE 
DEVELOPMENT  AND  FINANCE,  BROWN  &  ROOT,  INC.,  COALI- 
TION FOR  EMPLOYMENT  THROUGH  EXPORTS,  INC. 

Mr.  Hardy.  Thank  you,  Senator  Sarbanes  and  Senator  Kasse- 
baum. 

On  behalf  of  GEE,  I  appreciate  the  opportunity  to  discuss  pro- 
posed reforms  to  the  foreign  aid  program.  During  the  brief  time 
that  I  have,  I  would  like  to  make  several  points. 

First,  the  U.S.  foreign  aid  program  is  structured  differently  than 
the  aid  program  of  every  other  major  developed  country  in  that  it 
lacks  any  significant  program  with  which  to  support  capital  infra- 
structure projects. 

Every  other  major  aid  donor  believes  that  the  principles  underly- 
ing capital  project  support  are  compatible  with  the  development 
needs  of  developing  countries,  so  that  a  meaningful  capital  projects 
program  is  an  integrated  element  of  their  foreign  assistance  pro- 
gram. 

Second,  this  gap  in  the  structure  of  U.S.  foreign  aid,  means  that 
American  firms  pursuing  capital  projects  in  the  developing  world 
are  severely  disadvantaged  by  an  adverse  competitive  environment 
by  having  to  compete  against  firms  whose  governments  use  their 
foreign  aid  funds  to  finance  these  projects  and  thereby  disadvan- 
tage U.S.  firms  who  lack  comparable  U.S.  Government  support. 

The  result  has  been  a  significant  erosion  over  the  last  10  to  15 
years  of  what  used  to  be  an  often  dominating  U.S.  market  presence 
in  critical  sectors  of  the  developing  world  market,  including  India, 
Indonesia,  Thailand,  China,  Brazil,  Argentina,  and  Columbia  and 
the  like. 

And  where  that  erosion  has  finally  be  arrested  by  increased  U.S. 
competitiveness,  disadvantaged  American  firms  continue  to  have 
difficulty  in  establishing  a  strong  market  presence  because  of  the 
uneven  playing  field. 

In  telecommunications,  public  power,  transportation  systems, 
water  supply  and  sewerage  projects,  a  seemingly  infinite  variety  of 
environmental  projects,  and  other  civil  infrastructure  projects,  U.S. 
firms  confront  foreign  aid  funds  used  by  our  trading  competitors  to 
advantage  their  own  countries'  firms. 

I  might  note  that  these  are  not  the  sort  of  "white 
elephant 'projects  that  those  who  oppose  capital  projects  use  to 
characterize  and  define  the  program.  These  are  projects  which  are 
fundamental  to  the  development  interests  of  these  countries  but 
which  are  also  supportive  of  American  business  overseas. 
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With  regard  to  the  administration's  foreign  aid  reform  proposal, 
in  spite  of  its  declaration  that  the  promotion  of  growth  through 
trade  and  investment  is  one  of  its  objectives,  this  administration 
continues  the  U.S.'s  historical  approacn  of  ignoring  the  benefits  to 
U.S.  workers  and  U.S.  competitiveness  of  a  meaningful  capital 
projects  program. 

In  fact,  when  coupled  with  the  proposed  restructuring  of  the  AID 
program,  this  administration  is  proposing  a  further  withdrawal 
from  capital  projects  activities  funding. 

CEE  strongly  objects  to  the  proposed  repeal  of  Title  III  of  the 
Jobs  Through  Exports  Act  of  1992  without  the  administration  ad- 
dressing capital  projects  in  any  manner. 

As  you  will  recall,  Mr.  Chairman,  in  1991,  the  U.S.  Senate  voted 
99  to  0  in  favor  of  legislation  sponsored  by  Senators  Boren,  Bent- 
sen,  Baucus,  Senator  Byrd  and  Senator  Lieberman,  to  establish  a 
viable  capital  projects  program  in  AID. 

The  coalition  continues  to  believe  that  the  overwhelming  Senate 
support  for  this  program  needs  to  be  translated  into  substance  in 
a  new  initiative.  Since  AID  continues  to  ignore  the  congressional 
mandate,  CEE  supports  a  new  initiative  to  establish  an  infrastruc- 
ture window  in  the  Trade  and  Development  Agency. 

As  part  of  the  more  integrated  approach  to  export  promotion  and 
development  assistance  in  the  foreign  aid  program,  the  coalition 
also  strongly  supports  a  several-fold  increase  in  the  budget  of  the 
Trade  and  Development  Agency  for  feasibility  studies  and  design 
engineering. 

This  agency  has  proven  itself  efficient  and  effective  in  balancing 
the  twin  objectives  of  trade  promotion  and  development. 

Demand  for  its  services  now  so  far  outstrips  its  funding  levels 
that  it  can  utilize  a  budget  three  or  four  or  more  times  its  present 
size. 

While  we  are  encouraged  by  the  administration's  initiative  for  a 
tied  aid  fund  at  EXIM  Bank  and  even  more  so  by  Chairman 
Brody's  declared  more  aggressive  use  of  that  fund,  the  coalition  em- 
phasizes that  its  use  is  limited  to  a  narrow  sphere  of  activity. 

EXIM  itself  does  not  see  the  tied  aid  fund  as  intending  to  fill  the 
gap  in  development  and  financing  for  capital  projects.  The  coalition 
agrees. 

Mr.  Chairman,  you  and  your  subcommittee  are  to  be  congratu- 
lated on  undertaking  this  effort  to  consider  reforms  to  U.S.  foreign 
aid.  The  reallocation  of  resources  to  allow  for  increased  infrastruc- 
ture funding  would  be  a  major  step  in  increasing  high  value-added 
U.S.  jobs  as  we  assist  our  new  trading  partners  to  develop. 

On  behalf  of  CEE,  thank  you  for  the  opportunity  to  testify. 

[The  prepared  statement  of  Mr.  Hardy  follows:! 

Prepared  Statement  of  John  Hardy,  Jr. 

Mr.  Chairman  and  Members  of  the  Subcommittee:  My  name  is  John  Hardy  and 
I  am  Director  of  Corporate  Development  and  Finance  for  Brown  &  Root,  Inc.  Brown 
&  Root  is  one  of  the  largest  international  engineering  and  construction  companies 
in  the  world.  A  wholly  owned  subsidiary  of  the  Halliburton  Co.,  Brown  &  Root  em- 

f)loys  over  50,000  employees  and  last  year  had  revenues  of  approximately  $3.8  bil- 
ion,  serving  diverse  industrial  companies  and  government  clients  in  approximately 
60  countries  around  the  world. 

During  the  last  thirteen  years,  I  have  worked  in  close  association  with  our  bilat- 
eral aid  program:  six  years  as  the  Deputy  Director  of  the  Trade  and  Development 
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Program  (now  Trade  and  Development  Agency),  during  which  time  I  was  also  the 
Acting  Director  for  two  years,  and  over  two  years  in  the  Agency  for  International 
Development  (AID),  before  joining  Brown  &.  Root  four  years  ago. 

I  am  here  today  representing  of  the  Coalition  for  Employment  through  Exports 
(CEE).  A  broad-based  coalition  of  American  exporters,  labor  unions,  and  state  gov- 
ernors, CEE  was  organized  in  1981  to  promote  U.S.  exports  and  employment.  Since 
that  time,  CEE  has  pioneered  efforts  to  increase  awareness  of  this  linkage  and  to 
promote  competitive  export  finance  programs  to  help  U.S.  companies  compete  in 
international  markets. 

Mr.  Chairman,  the  Coalition  appreciates  this  opportunity  to  appear  before  the 
Subcommittee  on  the  Administration's  foreign  aid  reform  proposal,  the  Peace,  Pros- 
perity, and  Democracy  Act  of  1994.  At  this  time,  I  would  like  to  concentrate  on  the 
role  U.S.  economic  and  commercial  interests  should  play  in  a  revitalized  foreign  aid 
program. 

Tne  Coalition  is  encouraged  that  the  Administration's  foreign  aid  reform  proposal 
includes,  as  one  of  its  major  objectives,  the  promotion  of  growth  through  trade  and 
investment.  Title  V  of  the  bill  states  that  "Economic  growth  and  creation  of  em- 
ployment opportunities  in  the  United  States  are  directly  and  materially  en- 
hanced by  international  economic  growth  and  trade  liberalization."  The  bill 
also  includes  a  statement  of  policy  that  "The  provision  of  a  comprehensive  and 
coordinated  program  of  export  financing,  investment  insurance,  ^aranties 
and  feasibility  studies  significantly  enhances  the  ability  of  the  private  sec- 
tor to  puirsue  trade  and  investment  opportunities  in  developing  countries." 

Unfortunately,  the  Coalition  finds  these  objectives  inconsistent  with  the  Adminis- 
tration's proposal  in  the  bill  to  repeal  Title  m  of  the  Jobs  Through  Exports 
of  1992.  CEE  strongly  objects  to  the  repeal  of  the  provision,  without  an  ap- 
propriate substitute  or  without  addressing  capital  projects  in  any  manner. 
Once  again,  we  believe  the  Administration  is  ignoring  a  very  significant  issue  which 
is  of  major  importance  to  U.S.  competitiveness  in  overseas  markets. 

As  you  will  recall,  Mr.  Chairman,  in  1991  the  U.S.  Senate  voted  99-0  in  favor 
of  legislation  sponsored  by  Senators  Boren,  Bentsen,  Baucus,  Byrd  and  Lieberman 
to  establish  an  Office  of  Capital  Projects  in  AID  and  to  increase  funding  for  infra- 
structure. Similar  legislation  was  later  included  in  the  Jobs  Through  Exports  Act 
of  1992.  The  Coalition  believes  this  provision  is  very  important  since  it  ad- 
dresses a  significant  gap  in  infrastructure  funding  in  our  foreign  economic 
assistance  programs.  Unfortunately,  AID  continues  to  ignore  the  congressional 
mandate  for  increased  capital  projects.  As  a  result,  CEE  supports  the  establishment 
of  an  infrastructure  window  in  the  Trade  and  Development  Agency. 

While  we  are  encouraged  by  the  Administration's  initiative  for  a  tied  aid  capital 
projects  fund  at  Eximbank,  the  Coalition  recognizes  that  its  use  is  limited.  It  is  not 
intended  to  fill  the  gap  in  development  financing,  which  must  be  addressed 
through  better  use  of  our  foreign  economic  assistance  funds. 

CEE  believes  that  there  is  a  critical  gap  in  the  U.S.  foreign  assistance 
program — the  absence  of  any  program  for  financing  major  capital  projects 
in  the  developing  world.  In  every  other  major  foreign  aid  program,  capital 
projects  represent  a  major  component  of  the  assistance  provided — improving  infra- 
structure of  the  developing  country  and  providing  benefits  to  the  donor  country  in 
terms  of  increased  exports  and  employment.  Such  a  program  would  create  export 
opportunities  for  U.S.  firms  by  enabling  them  to  compete  on  even  terms  with  capital 
project  funding  provided  by  foreign  governments.  The  Coalition  supports  the  es- 
tablishment oi  a  capital  projects  program  as  a  "second  window"  in  the 
Trade  and  Development  Agency.  Under  TDA's  guidance,  this  program  could  bal- 
ance sound  developmental  objectives  and  simultaneously  promote  and  support  high 
value-added  jobs  in  the  United  States. 

The  Gap  in  U.S.  Foreign  Economic  Assistance  Programs 

Foreign  aid  in  the  post  World  War  II  era  has  played  a  vital  and  meaningful  role 
in  the  conduct  of  American  foreign  policy.  It  has  oeen  a  refiection  of  the  generosity, 
concern  and  humanitarian  spirit  of  the  American  people,  in  reaching  out  to  the 
poorer  and  less  advantaged  people  around  the  world,  to  assist  them  in  their  efforts 
to  improve  their  economic  well  being. 

Foreign  aid  throughout  this  period  has  also  been  a  significant  element  in  the 
maintenance  of  U.S.  security  considerations.  It  has  often  served  as  a  tangible  reflec- 
tion of  U.S.  commitments,  cementing  relationships  promoted  for  political  and  mili- 
tary reasons. 

What  has  not  been  refiected  in  the  U.S.  foreign  aid  program,  contrary  to  the  aid 
program  of  virtually  every  other  developed  country,  is  any  recognition  that  domestic 
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economic  and  commercial  well  being  and  foreign  economic  assistance  objectives  are 
mutually  supportive. 

The  most  important  contribution  the  U.S.  can  make  to  economic  progress 
in  developing  countries  lies  in  our  own  growth  and  economic  vitality.  A 
strong  U.S.  economy  generates  increased  markets  for  developing  country 
exports.  The  greater  the  trading  relationship  the  U.S.  has  with  countries  that  are 
developing,  the  more  robust  their  economies  will  be  and  the  more  quickly  they  will 
grow. 

What  has  also  not  been  reflected  in  our  foreign  aid  program  is  a  recognition  that 
aid  funds  are  uniquely  able  to  assist  both  sides  of  this  economic  equation — strength- 
ening high  value  jobs  and  export  competitiveness  in  the  United  States  while  sup- 
porting critical  infrastructure  projects  necessary  to  the  economic  expansion  of  so 
many  developing  countries.  For  our  export  competitors,  the  promotion  of  business 
and  development  through  their  bilateral  development  assistance  programs  is  inex- 
tricably tied. 

Our  economic  assistance  program  has  minimized  the  commercial  benefits  accruing 
to  the  U.S.  economy  from  critical  developing  country  markets.  Moreover,  our  foreign 
aid  program  has  specifically  neglected  U.S.  commercial  interests  in  addressing  the 

Ehysical  infrastructure  needs  of  developing  countries.  The  result  is  that  U.S.  firms 
ave  been  disadvantaged  by  our  competitors  using  their  government's  aid  programs 
to  capture  important  projects  and  protect  high  value  jobs  which  fifteen  years  ago 
would  have  been  American. 

The  premises  underlying  our  aid  program  have  been  and  are  out  of  bal- 
ance. U.S.  economic  assistance  must  become  part  of  the  U.S.  response  to 
changing  economic  interests  around  the  world.  The  context  for  foreign  aid  is 
changing  and  concerns  about  U.S.  economic  competitiveness  are  mounting.  An 
American  foreign  assistance  program  which  will  compete  on  an  equal  footing  for 
major  capital  projects  in  the  developing  world  will  better  assist  and  support  a  strong 
foreign  policy  and  maintain  a  prominent  position  for  the  U.S.  internationally. 

The  U.S.  cannot  afford  a  foreign  assistance  program  which  so  readily  ne- 
glects U.S.  economic  interests.  U.S.  economic  assistance  must  be  restructured  to 
give  appropriate  weight  to  U.S.  economic  interests  as  well  as  balance  important  hu- 
manitarian and  security  considerations.  The  other  two  considerations  need  not  be 
compromised  in  order  that  U.S.  commercial  interests  are  recognized  and  supported. 

Need  for  Infrastructure  Funding  in  our  Foreign  Economic  Assistance 

Program 

There  are  two  key  reasons  why  we  need  infrastructure  funding  in  our  foreign  as- 
sistance program.  The  first  reason  is  that  it  would  respond  to  important  de- 
velopmental needs  which  are  not  now  being  addressed  by  the  existing  for- 
eign economic  assistance  program.  Adequate  power,  telecommunications 
systems,  rail  systems,  airports  and  road  systems,  water  supply  and  sewer- 
age systems,  and  the  like,  are  all  in  critical  need  in  the  developing  world. 
The  absence  of  basic  physical  infrastructure  is  constraining  the  capabUitv 
of  these  countries  to  grow.  They  cannot  develop  if  they  lack  power  witn  which 
to  manufacture  goods  and  keep  the  lights  on  in  the  workplace,  or  if  buyers  cannot 
communicate  with  sellers.  They  cannot  export  if  they  lack  airfields  and  ports  to 
physically  move  their  goods  out  of  the  country. 

There  has  been  a  steady  decrease  in  the  allocation  of  economic  assistance 
funds  to  infrastructure  projects  over  the  past  decade — from  $1  billion  in 
1984  (20  percent  of  the  AID  budget)  to  about  $360  million  in  1993  (5  per- 
cent), despite  some  increases  in  the  budget. 

AID  has  consistently  sought  to  minimize  the  use  of  economic  assistance  funds  for 
infrastructure  projects,  restricting  such  funding  essentially  to  Egypt,  where  Eco- 
nomic Support  Funds  (ESF)  are  so  plentiful  that  they  cannot  be  obligated  without 
resort  to  the  funding  of  a  few  such  projects.  Even  though  infrastructure  project 
funding  is  permissible  in  our  aid  program,  the  "New  Directions"  mandate  of  the 
early  1970's  has  led  our  bilateral  aid  program  away  from  capital  projects.  AID  no 
longer  considers  infrastructure  projects  a  development  priority. 

Even  in  Eastern  Europe,  where  the  developmental  needs  of  the  region 
particularly  lend  themselves  to  infrastructure  project  lending,  AID  cannot 
bring  itself  to  embrace  the  concept.  Eastern  Europe  is  not  the  developing  world. 
It  is  a  region  in  a  40  year  time  warp,  with  countries  as  sophisticated  in  the  1940's 
as  their  Western  European  counterparts,  economically  frozen  in  time,  with  no  new 
infrastructure  or  technological  development  since  the  Communists  took  control.  The 
radical  political  transformation  of  the  region  opened  up  not  only  their  political  sys- 
tems, but  also  their  economics,  instantly  creating  brand  new  markets  wnich  in  turn 
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were  quickly  to  be  shaped  and  captured  by  the  first  firms  that  aggressively  assisted 
these  countries. 

If  ever  there  was  an  opportunity  for  an  assistance  program  led  by  the  business 
community,  this  was  it.  Yet,  the  U.S.  aid  program  has  virtually  ignored  major  infra- 
structure projects  and  instead  generated  numerous  small  scale  initiatives — studies, 
short  term  technical  assistance,  small  pilot  projects,  etc.  While  most  are  helpful  to 
these  countries,  the  overall  impact  is  disjointed,  politically  of  little  visibility  and 
commercially  of  relatively  modest  benefit  to  U.S.  firms.  Rather  than  working  with 
and  enlisting  the  support  of  the  business  community,  AID  has  generated  its  pro- 
grams in  isolation,  according  to  its  own  definition  of  what  assistance  these  countries 
need. 

Our  trade  competitors  have  been  more  a^grressive  in  taking  steps  to  pro- 
vide economic  assistance  that  helps  the  recipient  countries  while  addition- 
ally helping  their  firms  shape  these  new  markets  so  that  they  can  receive 
maximum  benefit  from  these  new  commercial  opportunities.  For  too  manv 
American  firms,  their  foreign  competition  is  utilizing  their  country's  aid  to  establisn 
themselves  in  these  new  markets  and  in  so  doing,  establish  standards  and  equip- 
ment specifications  for  these  markets  which  will  leave  American  firms  with  long- 
standing competitive  disadvantages. 

But  AID'S  narrow  definition  of  what  constitutes  development  is  not  followed  by 
other  developed  countries.  In  every  other  major  aid  program,  capital  projects  rep- 
resent a  major  component  of  the  assistance  provided.  For  example,  in  1991,  well 
over  half  the  Japanese  and  Italian  aid  programs  supported  capital  projects.  That 
same  year,  over  one  third  of  the  German  and  U.K.  programs  were  devoted  to  infra- 
structure projects.  To  pursue  these  projects,  these  programs  prominently  feature 
capital  projects  funds  which  aggressively  pursue  major  projects  where  they  have 
both  a  positive  developmental  impact  on  the  host  country  as  well  as  represent  sig- 
nificant export  markets  for  the  firms  from  the  country  providing  the  assistance. 

As  a  recent  study  of  this  issue  funded  by  AID  stated,  "*  *  *  there  are  fundamen- 
tal differences  between  the  strategies  of  the  U.S.  Government  and  other  major  in- 
dustrialized countries.  *  *  *  Only  the  United  States  lacks  a  project  fmance  facility 
devoted  to  promoting  business  and  development  objectives — a  factor  which  has  im- 
portant ramifications  not  only  for  the  developing  countries  in  which  AID  works,  but 
also  for  U.S.  competitiveness  and  long-term  trade  benefits."  ^  It  is  this  "gap"  in 
our  foreign  assistance  pro-ams  tnat  disadvantage  U.S.  business  overseas 
and  we  urge  this  Subcommittee  to  work  to  rectify  this  problem. 

The  existence  of  this  gap  in  our  aid  program  underscores  how  difficult  it  is  for 
AID  to  be  responsive  to  U.S.  commercial  interests.  AID  cannot  make  this  trans- 
formation itself.  Instead,  what  is  necessary  is  legislation  enunciating  a  more  bal- 
anced set  of  premises  underlying  our  approach  to  econonuc  assistance — enabling  the 
U.S.  to  provide  significant  and  meaningful  assistance  to  the  developing  world  while 
promoting  high  value  U.S.  jobs  and  U.S.  competitiveness  overseas. 

A  second  reason  for  including  significant  infrastructure  funding  in  the 
U.S.  economic  assistance  program  is  that  it  serves  the  national  economic 
interest  of  the  country — first,  by  promoting  the  growth  of  strong  trading 
relationships  between  ourselves  and  developing  countries,  and  second,  by 
promoting  and  supporting  high  value-added  jobs  in  the  United  States. 

The  need  for  infrastructure  expansion  and  upgrade  is  particularly  acute  among 
those  more  advanced  developing  countries  which  are  important  commercial  and 
strategic  partners  of  the  United  States.  Many  of  these  countries  indeed  prefer  as- 
sistance in  the  form  of  capital  equipment  and  "high-tech"  technical  assistance,  as 
AID  itself  has  admitted  in  testimony  before  the  Congress.2 

Our  government  needs  to  promote  the  expansion  of  trading  relationships  with 
these  countries.  Instead,  AID  "graduates"  them,  just  as  their  economies  are  begin- 
ning to  take  ofT.  We,  as  a  country,  are  reducing  the  breadth  of  our  economic  and 
commercial  relationship  with  these  countries  precisely  at  the  time  when  their  mar- 
kets are  creating  more  opportunities  for  Americans  to  benefit  commercially  and 
when  their  economic  well  being  makes  them  more  important  to  the  United  States 
strategically. 

Our  trade  competitors  recognize  the  value  of  these  trading  relationships  and  use 
their  economic  assistance  programs  to  promote  their  trading  interests.  Seventy  per- 
cent of  the  Japanese  aid  program  is  concentrated  in  Asia,  where  all  of  their  most 


iThe  Feasibility  of  Using  Credit  to  Finance  Capital  Projects,"  Coopers  &  Lybrand,  Private 
Enterprise  Development  Support  Project  II,  AID  p.  24.,  May  11,  1992. 

2 Statement  of  Reginald  J.  Brown,  Assistant  Administrator  for  Pn^ram  and  Policy  Coordina- 
tion, AID,  before  the  Foreign  Operations  Subcommittee  of  the  Appropriations  Committee,  U.S. 
House  of  Representatives,  March  21,  1990. 
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important  developing  country  markets  are  located.  By  contrast,  one  percent  or  less 
of  U.S.  economic  assistance  funding  goes  to  our  top  developing  country  maritets 
(Mexico,  Korea,  Brazil,  Venezuela,  and  China).  And  of  our  top  eight  foreign  aid  re- 
cipients in  FY  1991,  (each  having  combined  ESF  and  Development  Assistance  of  ap- 
proximately $100  million  or  more),  only  one,  Israel,  was  among  our  top  25  trading 
partners  (24th)  for  that  year. 

The  contrast  between  the  country  allocation  priorities  of  our  economic  assistance 
program  and  those  of  other  countries  is  striking.  It  underscores  the  absolute  lack 
of  consideration  given  to  enhancing  our  trading  relationships  through  our  foreign 
economic  assistance  program — for  either  our  own  economic  benefit  or  that  of  our 
trading  partners — even  though  it  is  in  our  overall  strategic  interest  to  strengthen 
these  ties.  Instead  of  merely  severing  our  assistance  relationship  as  these  countries 
reach  a  certain  per  capita  growth,  we  need  to  be  restructuring  our  economic  rela- 
tions so  that  they  are  of  greater  mutual  benefit — and  assistance  in  infrastructure 
development  is  an  important  element  in  that  process. 

The  other  way  in  which  significant  infrastructure  funding  would  serve 
the  national  economic  interest  of  the  country  is  by  supporting  high  value- 
added  American  jobs.  All  of  our  trading  competitors  use  tneir  aid  programs  to 
promote  their  economic  interests.  Why  does  the  United  States  insist  on  a  foreign 
aid  program  that  minimizes  the  benefit  to  American  workers  when  our  trading  com- 
petitors have  recognized  that  they  can  help  their  own  workers  and  their  own  export- 
ers while  simultaneously  helping  developing  countries  build  needed  infrastructure? 

We  should  not;  in  fact,  we  should  insist  on  the  opposite.  We  should  have  an  eco- 
nomic assistance  program  that  helps  U.S.  workers  and  provides  jobs  while 
assisting  the  developing  world.  Doing  well  in  these  markets  while  providing 
these  important  developmental  benefits  would  significantly  increase  exports  of  cap- 
ital equipment  and  services,  create  new  high-value  jobs  domestically,  and  contribute 
to  a  reduction  in  the  trade  deficit. 

Over  the  last  15  years,  the  developing  world,  particularly  the  middle  income  de- 
veloping countries,  has  come  to  represent  a  very  significant  export  market  for  the 
United  States.  More  fundamentally,  the  middle  income  developing  countries,  with 
growth  rates  averaging  several  times  higher  than  those  of  our  domestic  market,  are 
the  frontline  markets  for  critical  high  tech  industries — such  as  power  generation, 
the  telecommunications  sector,  and  those  industries  in  much  of  the  transportation 
sector.  Conceptually,  the  firms  that  establish  themselves  in  these  markets 
generate  the  revenues  with  which  to  continue  to  make  technological  im- 
provements which,  in  turn,  give  them  an  advantage  in  competing  for  op- 
portunities in  the  developed  country  markets. 

U.S.  dominance  in  these  sectors  in  tne  international  marketplace,  so  evident  in 
the  1950's,  1960's  and  early  1970's,  has  steadily  eroded  since  then,  due  to  the  inabil- 
ity of  American  firms  to  compete  successfully  in  these  developing  country  markets. 
This  has  led  to  a  significant  loss  in  U.S.  market  share  in  these  industries,  and,  in 
turn,  to  a  loss  of  much  of  the  U.S.'s  technological  superiority. 

U.S.  firms  have  had  such  difficulty  largely  because  of  the  "uneven  playing  field" 
phenomenon.  Our  foreign  competitors  have  been  able  to  draw  upon  the  support  of 
their  governments  to  create  subsidized  financing,  mixing  funds  from  their  aid  pro- 
grams at  concessional  rates  with  export  credit  financing  from  their  version  of  the 
Export-Import  Bank  ("mixed  credits"),  through  tied  aid  and  other  government  pro- 
grams such  as  free  or  heavily  subsidized  feasibility  studies  and  conceptual  engineer- 
ing, to  provide  preferred  positions  for  their  firms.  These  efforts  have  been  nighly 
successful  and  placed  American  firms  throughout  this  period  at  a  significant  com- 
petitive disadvantage. 

While  efforts  have  been  made  to  bring  these  practices  under  control,  two  points 
should  be  noted.  First,  where  governments  are  actively  prepared  to  support 
the  commercial  interests  of  tneir  own  country's  firms,  recognizing  the  ben- 
eficial impact  on  employment  and  their  balance  of  trade,  new  mechanisms 
will  constantly  be  developed  to  continue  to  provide  an  advantage  to  their 
firms.  This  is  unfortunate  news  for  American  firms  whose  government  has  been  un- 
willing to  grasp  the  gravity  of  the  situation  and  proactively  support  U.S.  firms  over- 
seas. 

Second,  no  effort  has  yet  been  made  to  arrive  at  any  international  con- 
sensus regarding  the  appropriate  purposes  to  which  economic  assistance 
funding  should  be  allocated.  Accordingly,  the  unwillingness  of  the  United 
States  to  allocate  funds  to  support  infrastructure  projects  has  placed  Amer- 
ican firms  at  a  considerable  disadvantage,  since  economic  assistance  fund- 
ing serves  as  a  continuing  means  by  which  governments  of  our  foreign 
competitors  continue  to  advantage  their  firms.  A  restructured  and  reformed 
foreign  economic  assistance  program,  in  which  the  interests  of  U.S.  workers  is  taken 
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into  account,  would  serve  to  significantly  redress  this  imbalance,  and  allow  Amer- 
ican firms  to  once  again  compete  on  the  basis  of  quality  and  technological  prowess. 

Two  other  considerations  support  the  restructuring  of  U.  S.  economic  assistance. 
Capital  projects  funding  can  be  established  without  sacrificing  either  hu- 
manitarian assistance  or  critical  security  needs.  A  significant  portion  of 
our  foreign  aid  is  provided  in  the  form  of  cash  transfers,  checks  written  on 
the  U.S.  Treasury  for  which  there  is  no,  or  negligible,  return  to  the  U.S. 
economy.  Why  cannot  we  offer,  instead  of  checks,  capital  projects  or  criti- 
cal elements  of  those  projects  as  our  trading  competitors  do?  The  security 
objective  of  financial  assistance  to  the  country  remains  the  same,  merely  the  form 
changes. 

What  we  must  recognize  is  that  economic,  humanitarian  and  strategic  consider- 
ations are  compatible.  They  need  not  be  in  confiict  as  appears  to  be  the  case  now, 
but  can  coexist  and  even  be  mutually  supporting  if  there  is  the  recognition  that  each 
of  these  objectives  is  a  priority. 

A  second  consideration  supporting  reform  of  the  aid  program  is  that  a  foreign 
assistance  program  which  is  based  on  new  realities  and  is  perceived  to 
benefit  U.S.  firms  and  American  jobs  as  it  supports  developmental  objec- 
tives overseas,  will  generate  increased  budgetary  support  which  wdll  arrest 
the  erosion  in  the  overall  foreign  assistance  budget.  It  has  become  quite  evi- 
dent over  the  last  decade  that  as  the  American  people  have  seen  fewer  benefits  to 
the  U.S.  economy  from  our  foreign  aid  program,  the  support  for  these  programs  has 
dissipated.  Support  for  the  aid  program  has  become  harder  to  assemble  in 
Congress,  because  there  is  a  recognition  that  the  present  program,  the  pro- 
gram developed  over  the  last  two  decades,  is  fundamentally  out  of  balance 
with  the  economic  reality  confronted  by  an  overwhelming  number  of  Amer- 
icans. 

As  Americans  we  would  like  to  believe  that  the  U.S.  can  and  should  continue  to 
support  the  world's  poor,  continue  to  feed  and  assist  those  who  suffer  so  much 
around  the  world.  But  we  are  also  well  aware  that  Americans  are  struggling  to 
make  ends  meet,  that  our  standard  of  living  is  not  secure,  that  our  international 
competitiveness  is  in  doubt,  and  that  we  can  no  longer  support  an  aid  program 
without  seeing  more  benefit  return  to  the  U.S.  economy.  A  reformed  eco- 
nomic assistance  program,  more  sensitive  to  the  generation  of  American 
jobs  and  our  international  competitiveness,  will  attract  the  support  nec- 
essary for  its  continued  expansion. 

AID  itself  admits  that  over  the  last  decade  the  portion  of  the  bilateral  aid  pro- 
gram devoted  to  capital  projects  has  steadily  decreased;  with  that  decrease,  there 
has  been  a  steady  loss  of  engineering  capability  and  of  the  professionals  experienced 
with  capital  projects.  Consequently,  AID  now  lacks  the  base  of  skilled  and  experi- 
enced people  to  technically  implement  a  capital  projects  program. 

More  fundamentally,  AID  is  now  an  agency  culturally  attuned  to  developing  and 
implementing  the  Basic  Human  Needs  mandate  that  has  characterized  U.S.  foreign 
assistance  since  the  1970's.  Its  professionals  are  competent  and  hardworking,  and 
there  is  a  high  level  of  commitment  on  their  part  to  the  humanitarian  nature  of 
those  programs.  Unfortunately,  though,  there  also  exists  in  AID  a  visceral  reluc- 
tance to  work  with  the  business  community,  as  if  infrastructure  projects  somehow 
taint  the  economic  assistance  effort.  This  attitude,  so  prevalent  among  the  career 
professionals,  makes  it  extremely  difficult  to  see  how  AID,  even  if  given  the  man- 
date, could  enthusiastically  carry  out  such  a  function. 

CEE  Recommendations 

The  Coalition  believes  it  is  time  for  a  new  approach  and  strongly  urges 
Congress  to  provide  infrastructure  funding  tlu-ough  a  second  window  in 
the  Trade  and  Development  Agency  (TDA)  which  already  has  a  dual  man- 
date of  supporting  development  and  promoting  American  exports.  Currently 
TDA  funds  feasibility  studies  which  for  projects  which  are  likely  to  result  in  U.S. 
exports.  A  second  window  at  TDA  would  fund  engineering  design  services,  equip- 
ment purchases,  and  project  implementation.  An  agency  responsible  for  implement- 
ing part  of  the  U.S.  foreign  economic  assistance  program,  TDA  is  lean,  highly  effec- 
tive, and  has  proven  its  responsiveness,  flexibility  and  willingness  to  work  with  the 
business  community  in  a  balanced  effort  to  extend  development  assistance  while 
promoting  the  competitiveness  of  U.S.  firms  in  major  overseas  markets. 

CEE  believes  that  an  infrastructure  program  in  the  Trade  and  Development 
Agency  makes  sense,  that  it  will  be  more  efficient  in  its  use  of  government  funds, 
and  that  it  will  better  achieve  the  developmental  and  commercial  objectives  we  seek. 
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The  Coalition  recognizes  that  this  would  be  a  significant  enlargement  of  TDA's 
mandate.  We  believe  that  the  Agency  has  been  well-managed  and  proven  itself  in 
balancing  developmental  and  U.S.  commercial  interests.  We  recognize  further  that 
staffing  in  TDA  will  have  to  be  increased,  but  believe  TDA  can  undertake  this 
increased  responsibility  without  losing  its  responsiveness  and  flexibility. 

In  light  of  the  severely  constrained  budgetary  situation,  the  business  community 
recognizes  that  even  under  a  reformed  aid  program,  funds  allocated  to  infrastruc- 
ture projects  cannot  match  funding  directed  to  that  purpose  by  some  of  our  export 
competitors,  most  notably  the  Japanese.  CEE  proposes  a  total  budget  for  TDA 
for  DOth  windows  of  $1  biUion.  To  ensure  that  TDA  has  maximum  flexibility,  we 
believe  there  should  be  no  earmarks.  However,  for  purposes  of  illustration,  the  $1 
billion  level  might  be  allocated  as  follows:  $150  million  for  feasibility  stud- 
ies, $150  million  for  engineering  design  services,  and  $700  million  for  cap- 
ital projects. 

With  mnding  of  this  magnitude  devoted  to  infrastructure  projects,  significant  re- 
sults can  be  achieved  if  used  to  leverage  other  available  funding  to  support  U.S.  par- 
ticipation in  these  projects. 

It  should  not  be  the  practice  of  this  funding,  as  has  been  traditional  in  AID,  to 
finance  a  project  entirely  from  U.S.  assistance  funds.  Rather,  TDA  should  lever- 
age the  funds  for  developmentally  sound  projects  to  maximize  their  benefit 
for  U.S.  exports,  both  in  terms  of  assembling  the  financing  for  the  project  so  that 
it  can  go  forward  and  in  terms  of  maximizing  the  U.S.  goods  and  services  employed 
in  the  project.  Moreover,  the  program  needs  to  be  demand  driven  like  the  ex- 
isting TDA  program,  rather  than  selected  by  the  government  agency,  as  is 
often  the  case  with  AID. 

Let  me  give  one  example.  Several  years  ago  AID  contributed  $190  million  to  a 
$800  million  power  project  in  Egypt.  With  those  funds  a  prominent  U.S.  firm  was 
selected  as  project  manager.  Their  presence  encouraged  the  Egyptians  to  award 
other  parts  of  the  project  to  U.S.  firms  with  the  result  that  the  project  generated 
about  $500  million  in  U.S.  exports.  As  importantly,  the  American  project  manager 
also  played  a  critical  role  in  assisting  the  Egyptian  government  assemble  the  rest 
of  the  financing  package  so  that  the  project  itself  could  go  forward.  So  certainly  in- 
frastructure funding,  properly  managed,  can  generate  many  times  in  U.S. 
exports  the  amount  of  the  assistance  funds  allocated  to  these  projects.  And 
as  importantly,  this  funding  can  assist  the  financial  packaging  of  these  developmen- 
tal projects  so  that  they  can  move  from  the  drawing  boara  to  providing  the  benefits 
so  needed  by  the  developing  world. 

Mr.  Chairman,  you  are  to  be  congratulated  on  undertaking  this  effort  to  consider 
reforms  to  the  U.S.  foreign  aid  program.  It  has  long  been  an  important  element  in 
American  foreign  policy,  but  one  that  is  increasingly  out  of  balance.  To  underscore 
one  fundamental  point — economic,  humanitarian  and  strategic  consider- 
ations are  indeed  compatible.  They  form  the  basis  of  every  other  signifi- 
cant aid  program  but  ours — to  the  severe  determent  of  U.S.  international 
economic  interests.  We  can  construct  an  economic  assistance  program  that 
redresses  the  present  imbalance  and  assists  U.S.  workers  and  high  value- 
added  jobs  in  the  United  States  as  we  assist  our  new  trading  partners  to 
develop.  Reallocation  of  resources  to  allow  for  increased  infrastructure 
funding  will  be  a  major  step  in  that  direction.  On  behalf  of  CEE,  thank  you 
for  the  opportunity  to  testify  before  you  today. 

Senator  Sarbanes.  Well,  thank  you  all  very  much.  I  have  just  a 
couple  questions  I  want  to  put  in. 

First  of  all,  Dr.  Ensimi,  what  do  you  say  to  this  point  that  other 
countries  have  a  capital  projects  component  built  into  their  aid  pro- 
gram, in  some  instances  in  very  substantial  percentages  compared 
to  what  we  do? 

Dr.  Ensign.  There  is  no  question  that  other  countries'  aid  pro- 
grams are  more  oriented  toward  capital  projects,  but  I  think  there 
are  a  few  things  we  have  to  keep  in  mind. 

First  of  all,  capital  projects  are  very  expensive.  So  if  the  aid  pro- 
gram goes  in  this  direction,  then  you  do  have  to  reallocate  funds, 
and  the  aid  pie  is  not  growing. 

Second,  capital  projects  go  primarily  to  middle  income  countries, 
therefore  cutting  out  the  poorer  countries.  That  is  something  also 
that  has  to  be  kept  in  mind. 
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Senator  Sarbanes.  Well,  let  me  interject  right  there.  Let  us  as- 
sume you  take  care  of  the  low  income  countries  in  some  other  way. 

That  is  a  big  assumption,  I  realize,  and  I  appreciate  your  point 
about  pulling  resources  away,  but  let  us  assume  that  is  done.  In 
the  more  middle  income  countries,  do  you  see  a  problem  then  con- 
nected with  a  capital  projects  component  or  emphasis? 

Dr.  Ensign.  The  problem  I  see  is  tying  our  assistance  to  capital 
projects.  I  think  that  is  the  problem.  We  have  tried  and  have  fi- 
nally succeeded  over  a  period  of  many  years  in  getting  other  gov- 
ernment aid  programs,  particularly  the  Japanese,  who  are  now  the 
largest  donor  in  foreign  assistance,  to  begin  untying  their  pro- 
grams. I  think  this  is  the  wrong  time  then 

Senator  Sarbanes.  But  we  are  being  told  that  over  half  the  Jap- 
anese aid  program  is  in  support  of  capital  projects.  Is  that  not 
right? 

Dr.  Ensign.  I  think  it  is  about  39  percent  is  in  capital  projects. 
They  do  have  the  largest  percentage  in  capital  projects  of  any  of 
the  donors. 

The  point  I  am  trying  to  make  is  that  I  do  not  believe  that  cap- 
ital projects  assistance  for  any  donors  should  be  tied  directly  to  ex- 
ports. The  greatest  good  is  to  keep  pushing  for  open  procurement, 
which  is  what  we  have  been  doing  for  the  last  ten  years.  Then  that 
allows 

Senator  Sarbanes.  Are  these  other  countries  doing  open  procure- 
ment? 

Dr.  Ensign.  Well,  there  are  very  valid  criticisms  that  can  be 
made  of  other  countries,  particularly  the  Japanese  in  the  past,  and 
I  laid  them  out,  I  believe,  pretty  strongly  in  my  book. 

For  the  first  time,  I  have  seen  that  the  Japanese  are  moving  in 
this  direction.  They  are  moving  more  toward  open  procurement. 

For  the  very  first  time,  there  are  Americans  being  allowed  on 
their  feasibility  studies  that  go  out,  and  it  is  the  feasibility  studies 
where  these  projects  are  locked  in.  Because  the  designs  for  these 
projects  are  made  then,  the  specs  are  made,  and  if  you  have  Japa- 
nese contractors  doing  it,  then  definitely  you  are  going  to  have  a 
tied  project. 

For  the  first  time,  there  is  movement  there,  and  I  really  believe 
that  their  program  is  opening  up.  And  I  think  that  is  what  we 
should  be  striving  for,  that  all  countries  have  open  procurement 
processes,  so  that  the  recipient  countries  can  choose  the  best  prod- 
ucts. And  let  us  hope  those  are  American  products. 

Senator  Sarbanes.  If  you  are  not  living  in  that  world  and  if  you 
are  a  great  distance  away  from  achieving  it,  then  you  are  at  a  real 
disadvantage,  are  you  not?  Suppose  you  say,  "Well,  the  Japanese 
now,  instead  of  having  48  percent  of  it  in  capital  projects,  are  down 
to  39  percent." 

And  then  you  say,  "Well,  what  is  the  U.S.  percentage?" 

Well,  we  have  been  told  here  today — I  have  not  checked  the  fig- 
ures— that  we  are  under  10  percent.  That  is  a  very  large  gap. 

Dr.  Ensign.  I  believe  we  moved  away  fi-om  capital  projects  for 
some  of  the  reasons  that  I  outlined.  They  simply  had  not  worked. 
There  were  other  priorities  that  arose.  The  extent  of  poverty  that 
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was  recognized  in  the  1970's  led  to  an  entire  shift  in  the  U.S.  for- 
eign assistance  program  more  toward  basic  needs. 

And  I  think  that  there  is  a  tradeoff  you  are  talking  about  here. 
The  U.S.  foreign  aid  program,  as  far  as  I  have  seen,  is  not  going 
to  be  growing.  That  budget  is  not  going  to  be  growing. 

If  you  move  more  toward  capital  projects,  which  are  very  expen- 
sive, and  tie  them,  then  there  are  other  things  that  have  to  go  by 
the  wayside.  So  there  are  decisions  that  would  have  to  be  made 
and  priorities  chosen. 

Mr.  O'Leary.  Mr.  Chairman? 

Senator  Sarbanes.  Yes. 

Mr.  O'Leary.  Can  I  interject? 

Senator  Sarbanes.  Sure. 

Mr.  O'Leary.  I  think  somehow  there  is  a  misconception.  When 
people  talk  about  capital  projects,  they  visualize  some  dam  some- 
where that  is  bigger  than  all  outdoors. 

I  happen  to  have  some  personal  insights  into  a  USAID-supported 
project,  a  very  poor  African  country,  which  indeed  involved  a  cap- 
ital project,  a  very  minuscule  one,  which  is  out  of  the  Minnesota 
International  Health  Volunteers. 

We  went  in  there,  did  not  just  hand  out  medicines  and  deliver 
medical  services,  but  built  a  medical  facility,  equipped  it  in  an  ap- 
propriate way,  got  the  people  in  to  train  the  local  population  to  de- 
liver the  kind  of  on-the-ground  services  that  were  required,  and 
then  monitored  them  in  the  phase  out. 

Those  are  the  kind  of  integrated  balanced  projects  which  give 
people  something  to  build  on  after  you  have  spent  the  money,  and 
that  is  the  sort  of  thing  we  are  advocating.  Sometimes  they  are 
small,  sometime  they  are  a  little  more  high  tech,  like  a  tele- 
communications. 

Mr.  Hardy.  Senator,  if  I  could  comment?  I  believe  there  is  some 
confusion  about  the  concept  of  tied  aid.  USAID  assistance  is  all  tied 
at  this  point  unless  there  is  a  waiver. 

There  is  a  waiver  process  within  the  organization  by  which  ex- 
ceptions can  be  made.  But  USAID  at  this  point  is  100  percent  tied, 
and  I  do  not  believe  that  there  is  any  intent  on  the  part  of  this  leg- 
islation or  by  the  administration  to  pursue  a  policy  of  open  procure- 
ment. So  I  think  that  there  is  some  confusion  here. 

A  second  issue  regards  the  question  of  expense  of  capital 
projects.  We  understand  and  agree  completely  that  a  full-fledged 
capital  projects  program  that  100  percent  financed  capital  projects 
would  be  prohibitively  expensive. 

We  do  believe  that  there  are,  though,  very  meaningful  ways  in 
which  cost  sharing,  tied  with  some  aid  assistance  from  a  capital 
projects  program  in  the  U.S.  Government,  can  reap  very  sigjiificant 
benefits  for  American  firms,  while  at  the  same  time  pursuing  sold 
and  sound  developmental  objectives  in  the  host  countries. 

The  issue  with  regard  to  middle  income  countries  I  think  is  a 
very  good  one.  It  is  really  a  question  in  part  of  where  the  U.S.'s 
national  interest  lies. 

In  an  open  trade  system,  it  is  important  that  the  United  States 
be  able  to  establish  a  strong  and  trading  relationships  with  these 
middle  income  developing  countries. 
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We  have  historically  had  a  development  assistance  program  in 
which  we  have  turned  around  and  walked  away  from  these  coun- 
tries at  precisely  the  time  that  other  countries  have  moved  in  to 
establish  their  trading  relationships. 

It  may,  on  the  one  hand,  have  made  some  developmental  sense, 
but  from  a  national  interest  perspective  and  the  perspective  of  U.S. 
jobs  and  U.S.  exports  overseas,  it  is  a  program  that  has  not  made 
much  sense,  in  the  least. 

The  "new  directions"  legislation  of  the  early  1970's  was  indeed  a 
move  away  from  capital  projects  toward  basic  human  needs.  I 
guess  the  question  in  my  mind  is  whether  the  situation  then  that 
the  United  States  was  confronted  with  internationally,  in  terms  of 
our  competitiveness,  is  the  same  now  as  it  was  then. 

I  think  it  is  clearly  not.  I  think  that  the  abusive  perhaps  prac- 
tices where  "white  elephant"  projects  were  developed  in  the  1960's 
and  1970's  where  there  were  indeed  problems — there  were  prob- 
lems in  the  World  Bank  and  in  other  places — this  is  long  in  the 
past  and  not  a  situation  which  is  going  to  happen  now. 

The  "white  elephants"  are  not  the  type  of  projects  that  we  are 
talking  about  now.  We  are  talking  about  water  and  sewerage  sys- 
tems. We  are  talking  about  telecommunications  systems. 

We  are  talking  about  projects  which  are  fundamental  to  the  de- 
velopment objectives  of  these  countries,  projects  in  which  they  are 
interested,  in  which  they  are  taking  the  lead  in  seeking  assistance 
from  us  and  seeking  our  technology.  When  U.S.  business  seeks  to 
compete  for  these,  we  are  confronted  with  programs  from  other 
countries  which  have  basically  acquired  these  projects  through 
their  assistance  programs  and  cut  American  firms  and  American 
technology  out  of  the  loop  and  reduced  the  opportunities  for  U.S. 
jobs  and  U.S.  exports. 

These  are  not  projects  which  are  tied  for  exports.  They  are  devel- 
opmental projects  in  which  U.S.  firms  are  interested  in  participat- 
ing and  which  are  fundamental  to  the  interests  of  the  developing 
countries.  Thank  you. 

Senator  Sarbanes.  Well,  if  AID  has  moved  in  the  new  directions 
and  if  they  put  a  small  percentage  into  capital  projects,  one  ap- 
proach is  to  try  to  force  AID  to  do  more  capital  projects. 

Another  approach  would  be  to  say,  well,  AID  is  meeting  a  need 
that  needs  to  be  met.  But  what  we  need  to  do  is  beef  up  or 
strengthen  other  agencies  that  are  more  directly  involved  in  these 
activities.  The  EXIM  Bank  is  one  example. 

The  Trade  and  Development  Agency  would  be  another,  which  I 
think  you  mentioned  in  your  testimony,  Mr.  O'Leary,  as  I  recall.  So 
that  they  take  on  a  more  active  role. 

And,  in  fact,  the  very  point  you  made  that  we  tend  to  withdraw 
from  development  when  the  country  reaches  a  certain  stage,  but 
then  we  do  not  have  any  sort  of  follow  up  that  picks  up  at  the  next 
stage.  Now  these  other  countries  may  have  a  more  integrated  ap- 
proach. 

Mr.  O'Leary.  Very  much  so. 

Senator  Sarbanes.  And  a  lot  of  them,  I  guess,  are  less  sensitive 
toward  the  underdeveloped  countries?  I  mean,  they  have  less  of  the 
human  development  commitment.  I  know  the  Scandinavians  have 
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that,  but  I  think  these  commercial  competitors  do  not.  Is  that  cor- 

rect? 

Mr.  O'Leary.  I  think  that  is  right,  although  that  is  changing.  I 
mean,  the  Japanese  are  in  a  situation  where  they  are  much  the 
way  we  were,  say,  in  the  early  1970's.  They  have  the  largest  pro- 
gram in  the  world,  and  they  can  afford  to  move  more  into  the  basic 
human  needs  area. 

I  think  as  Senators  Boren  and  Lieberman  said  earlier,  it  is  really 
a  question  of  reasonable  balance.  It  is  not  a  question — we  certainly 
do  not  want  to  be  in  a  position  of  saying  there  is  a  direct  tradeoff 
here. 

We  do  not  believe  that  that  is  the  case.  We  believe  that  there  is 
adequate  funding  within  AID  that  is  not  directly  targeted  at  basic 
human  needs  right  now,  that  is  going  into  other  areas. 

We  believe  that  in  areas  such  as  the  Russian  aid  programs,  it  is 
indeed  possible  to  carve  out  a  capital  projects  program  without  un- 
dermining the  existing  basic  human  needs  or  development  of  pure 
developmental  programs,  and  that  indeed  a  much  more  reasonable 
balance  can  be  struck. 

Senator  Sarbanes.  OK. 

Mr.  O'Leary.  Mr.  Chairman,  your  point  on  let  us  call  it  focusing 
USAID  on  different  aspects,  one  of  our  criticisms  of  the  current 
draft  is  that  it  does  not  make  clear  that  USAID  is  being  integrated 
into  a  comprehensive  look  at  these  kinds  of  problems. 

It  is  strangely  silent  about  AID's  integration  into,  for  example, 
the  TPCC  effort.  And  it  is  the  failure  to  have  woven  the  whole 
cloth,  if  you  will,  which  leaves  the  questions  open. 

Certainly  one  could  put  together  a  framework  in  which  AID  spe- 
cialized in  a  given  kind  of  thing,  call  it  human  needs,  whatever  you 
want  to  call  it,  and  someone  else  picked  up  the  rest  of  that  pro- 
gram. But  somebody  has  to  manage  it.  Someone  has  to  pull  it  to- 
gether, and  this  proposed  legislation  does  not  get  that  done,  in  our 
judgment. 

Senator  Sarbanes.  OK.  Thank  you. 

Senator  Kassebaum.  Oh,  I  think  that  last  point  is  a  good  point. 
The  TPCC  is  just  up  and  going.  I  think  it  holds  great  promise.  We 
still  really  do  not  know,  and  I  think  that  AID  is  always  not  sure 
where  they  should  be. 

I  think  that  is  where  again,  when  you  talk  about  the  multilateral 
or  bilateral  work,  deciding  where  AID  fits  in.  When  we  go  back  to 
the  larger  development  projects  that  were  once  undertaken,  say  in 
sub-Saharan  Africa,  it  became  a  big  debate  on  whether  we  should 
be  engaged  in  helping  with  roads  or  now  telecommunications.  As 
I  have  tended  to  believe  these  were  very  important  components  of 
any  other  type  of  sustainable  development. 

But  that  has  been  a  debate  that  has  raged  back  and  forth  over 
the  years.  You  get  started  in  one  direction  for  a  few  years  and  then 
you  switch  and  you  start  another  direction  for  a  few  years. 

I  hope  that  the  Trade  Promotion  Coordinating  Council  will  be 
able  to  sustain  itself  over  a  long  enough  period  of  time  that  we  can 
be  able  to  make  it  work,  because  I  think  the  concept  is  a  good  one. 

The  multilateral  development  banks  are,  of  course,  the  biggest 
funders  of  capital  projects.  From  your  analysis,  are  American  com- 
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panies  competing  successfully  at  the  World  Bank?  What  is  your  re- 
view of  that?  I  mean,  this  is  where  big  capital  projects  are  funded. 

Mr.  Hardy.  If  I  could  speak  to  that.  Indeed,  I  thmk  that  the  U.S. 
procurement  levels  and  U.S.  participation  in  World  Bank  projects 
or  the  regional  development  bank  projects  are  probably  higher  than 
those  of  any  other  country  overall,  although  at  the  different  re- 
gional banks,  there  is  quite  a  variation. 

I  think  in  the  Asian  development  bank,  indeed  the  Japanese  may 
now  have  higher  procurement.  But  there  is  no  question  that  U.S. 
firms  are  very  substantial  players  in  that  market. 

I  think,  though,  there  is  an  increasing  dilemma  for  American 
firms.  This  is  an  issue  that  has  been  addressed  with  the  World 
Bank — and  the  bank  is  struggling  with  it — and  that  is  the  issue  of 
quality  versus  cost. 

Certainly,  American  firms  are  not  going  to  be  low  cost  suppliers 
in  comparison  to  foreign  engineers.  I  mean,  there  are  a  lot  of  very 
good  third  world  engineering  firms,  construction  companies. 

There  are  areas  in  which  the  United  States  is  extremely  competi- 
tive in  terms  of  the  procurement  of  equipment.  But  there  is  an 
overriding  or  overarching  issue  that  is  developing  that  the  bank  is 
very  concerned  about  in  terms  of  the  quality  of  the  projects  that 
are  being  paid  for  and  developed  by  the  bank.  There  were  ref- 
erences to  that  earlier. 

From  the  perspective  of  American  firms,  from  the  experience  of 
Brown  and  Root,  my  own  firm,  we  have  a  dilemma  in  that  from  our 
experience  in  the  U.S.  market,  quality  is  the  overriding  consider- 
ation. 

When  you  move  into  the  World  Bank  market,  you  are  moving 
into  a  situation  where  low  cost  becomes  the  ultimate  determinator 
of  selection.  It  is  a  dilemma.  As  I  said,  we  have  talked  to  the  bank 
about  it.  The  bank  is  struggling  with  that  issue. 

It  is  a  situation  in  which  a  great  many  American  firms  have  ef- 
fectively left  that  market.  Indeed,  we  have  in  large  part  left  that 
market,  because  it  simply  makes  no  sense  to  compete,  even  though 
we  believe  from  a  quality  perspective  it  is  an  area  where  the  bank 
frankly  needs  desperately  that  American  program  management  ex- 
perience, or  the  experience  of  other  very  large  construction  compa- 
nies around  the  world,  not  just  exclusively  American.  They  have  all 
left;  that  market. 

We  have  had  a  coalition  that  has  held  discussions  with  the  bank 
over  this  issue  but  has  not  come  close  to  resolving  it. 

Mr.  O'Leary.  Senator,  you  touched  on  an  issue  which  I  think  is 
fundamental.  The  great  problem  we  have  is  that  we  are  not  manag- 
ing all  these  assets  that  we  have  out  there.  I  mean,  I  am  not  criti- 
cizing anybody  when  I  say  that. 

It  is  just  that  they  have  to  a  degree  grown  like  topsy  against  ob- 
jectives which  were  relevant  in  the  1950's,  1960's,  and  1970's, 
which  just  are  not  relevant  today. 

What  we  have  been  urging  and  would  strongly  advocate — and  I 
think  the  administration  is  making  an  effort.  Nobody  is  going  to 
get  there  overnight.  As  you  said,  school  is  still  out  on  the  TPCC. 
It  looks  like  it  is  making  nice  progress. 

But  we  need  to  pull  together  all  of  these  assets  that  treat  with 
these  same  common  areas  and  say,  "Here  are  our  objectives." 
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And  once  we  have  our  objectives  stated,  then  you  start  lining  up 
the  assets  you  have  available  to  deal  with  them  and  make  sure 
that  they  are  coordinated. 

Senator  Kassebaum.  As  Dr.  Ensign  pointed  out,  GAO  says  there 
are  ten  different  agencies  that  are  really  working  with  trade  pro- 
motions, trying  to  help  lay  out  assets,  I  suppose,  in  how  to  be  use- 
ful to  companies  that  are  wanting  to  bid  on  projects  abroad. 

I  iust  may,  Mr.  Chairman,  because  Dr.  Ensign  has  done  a  lot  of 
work  on  the  so-called  white  elephants. 

Could  you  just  give  one  example  of  a  white  elephant  and  why, 
perhaps,  it  started  out  as  a  good  project  and  became  a  white  ele- 
phant? 

Dr.  Ensign.  I  cannot  think  of  a  specific  example,  but  I  think  one 
of  the  major  problems  is  something  that  was  pointed  out  here,  that 
many  capital  projects  do  not  have  ongoing  training  and  mainte- 
nance as  a  part  of  it. 

I  think  that  is  a  critical  element  that  has  to  be  there  for  those 
projects  to  be  sustainable  and  long  lasting  in  the  recipient  coun- 
tries. 

Mr.  O'Leary.  Doctor,  would  you  not  agree  that  is  true  of  a  lot 
of  our  programs,  even  the  wholly  soft  ones,  if  you  put  it  in  software 
and  hardware  terms? 

Dr.  Ensign.  That's  true. 

Mr.  O'Leary.  I  mean,  we  are  guilty  of  mismanagement  in  a  lot 
of  areas  because  we  do  not  finish  it.  I  think  what  everyone  is  say- 
ing is  we  have  to  find  a  better  way  to  manage  a  finite  amount  of 
resources,  which  are  not  going  to  grow. 

Dr.  Ensign.  And  may  I  just  make  one  final  comment?  I  think  it 
is  critically  important  that  you  have  to  be  in  the  field  to  continue 
the  maintenance  and  training,  and  I  believe  the  new  reorganization 
of  AID  is  moving  fi*om  a  field  presence  to  a  Washington-based  pres- 
ence. 

I  think  that  is  AID's  comparative  advantage.  Unlike  the  World 
Bank,  unlike  the  multilateral  development  banks,  there  are  people 
in  the  field  who  understand  the  countries  and  have  that  knowledge 
and  can  continue  these  programs.  And  I  think  it  is  a  mistake  to 
begin  pulling  AID  back  and  centralizing  many  of  the  functions  in 
Washington. 

Senator  Kassebaum.  Thank  you  very  much.  Some  interesting 
comments. 

Senator  Sarbanes.  Yes.  We  very  much  appreciate  the  contribu- 
tion of  this  panel.  We  thank  you  very  much.  [Pause.] 

Our  final  panel  this  afternoon  is  made  up  of  Mr.  Bruce  Rich, 
Chairman  of  the  International  Program,  Environmental  Defense 
Fund;  Mr.  David  Reed,  Director  of  the  International  Institutions 
Policy  Program  at  the  World  Wildlife  Fund;  and  the  Hon.  Tom 
Dawson,  currently  the  First  Vice-President  of  Merrill  Lynch  and 
formerly  the  U.S.  Executive  Director  at  the  IMF  and  before  that 
Deputy  Assistant  Secretary  of  the  Treasury  for  Developing  Nations. 

Gentlemen,  I  know  this  has  been  a  long  afternoon  for  you,  and 
we  appreciate  your  patience  and  your  willingness  to  be  with  us 
today.  And  we  would  be  happy  to  hear  from  you. 

The  written  testimony  will  be  included  in  the  record,  and  if  you 
could  summarize,  of  course  that  would  be  very  helpful. 
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I  think,  Mr,  Rich,  we  will  start  with  you  and  then  go  to  Mr.  Reed 
and  then  we  will  close  out  with  Mr.  Dawson. 

STATEMENT  OF  BRUCE  IVL  RICH,  INTERNATIONAL  PROGRAM, 
ENVIRONMENTAL  DEFENSE  FUND 

Mr.  Rich.  Thank  you,  Mr,  Chairman  and  Senator. 

I  appreciate  the  opportunity  to  testify  this  afternoon  before  the 
Foreign  Relations  Subcommittee  on  International  Economic  Policy. 

I  am  testifying  not  just  on  behalf  of  the  Environmental  Defense 
Fund,  but  also  on  behalf  of  four  other  national  environmental  orga- 
nizations with  more  than  6  million  members  and  supporters  na- 
tionwide. 

I  realize  my  statement  is  bit  a  lengthy,  but  the  essence  is  con- 
tained in  the  first  four  pages  in  summary.  I  would  like  to  begin 
first  of  all  with  praise  where  praise  is  due,  and  that  is  for  the  ef- 
forts of  the  administration  and  the  Treasury  Department  and  the 
executive  director's  offices  of  the  multilateral  banks  for  their  efforts 
over  the  past  year  in  trying  to  promote  institutional  reforms  to 
make  the  multilateral  development  banks  more  environmentally 
responsible,  more  accountable  and  transparent,  and  to  emphasize 
more  quality  in  lending  over  quantity  in  lending. 

I  would  say  that  if  you  boil  everything  down,  the  fundamental 
problem  in  these  institutions  is  that  they  are  driven  largely  by 
pressure  to  lend  that  often  preempts  all  considerations  of  project 
qualitv.  There  is  lots  and  lots  of  evidence  for  that,  and  I  could  dis- 
cuss that  later. 

I  would  also  note,  however,  that  there  have  been  congressional 
hearings  on  this  subject,  the  environmental  quality  of  MDB  lending 
and  other  issues  for  a  decade. 

There  has  been  legislation  since  1986  directing  the  U,S,  execu- 
tive directors  in  these  institutions  to  promote  energy  efficiency, 
greater  transparency,  more  freedom  of  access  to  information  and  so 
on.  And  frankly,  the  record  is  largely  failing, 

I  think  the  best  summary  of  the  current  status  of  the  environ- 
mental performance  of  the  MDB's  was  given  by  the  Vice  President 
just  two  nights  ago  in  a  speech  before  parliamentarians  from  sev- 
eral countries  who  were  here  in  Washington. 

He  said,  "Many  of  the  multilateral  banks  have  developed  new 
policies  in  the  areas  of  forestry,  energy  and  public  participation  in 
decision  making." 

But  to  date,  implementation  has  fallen  woefully  short. 

And  he  noted,  and  we  agree  with  this,  of  course,  "In  view  of  the 
poor  performance,  we  have  to  ensure  that  these  institutions  are 
part  of  the  solution  rather  than  a  continuing  part  of  the  problem." 

The  one  message  that  we  would  like  to  leave  with  you  is:  This 
year,  do  not  write  a  blank  check  for  $2  billion  for  these  institutions. 
One  can  discuss  the  details  later.  We  have  set  out  some  examples, 
some  suggestions,  in  our  longer  statement. 

But  perhaps  to  link  these  authorizations  and  release  of  the 
money  with  achieving  specific  benchmarks  of  improvement  in 
project  quality,  greater  transparency,  and  accountability,  and 
changes  in  certain  lending  sectors,  for  example,  finally  doing  more 
for  end  use  efficiency  and  the  demand  side  management  sector. 
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For  the  individual  banks,  the  World  Bank  situation  is  particu- 
larly disturbing  because  of  its  importance  and  its  perceived  lead 
role  in  a  number  of  key  sectors,  such  as  energy. 

The  record  has  actually  gotten  worse  in  the  past  few  years  in 
this  important  area  of  demand-side  management  and  use  efficiency 
investments.  That  is  an  area  where  economic  efficiency  and  envi- 
ronmental sustain  ability  are  friends,  and  it  is  very  disturbing  that 
the  bank  is  not  doing  a  better  job. 

The  second  area,  forcible  resettlement  of  poor  people.  World 
Bank  projects  are  currently  forcibly  resettling  two  million  people 
around  the  world  through  infrastructure  projects. 

Projects  in  the  pipeline  to  be  approved  for  1996  will  displace  an- 
other two  million  people.  The  bank  has  had  a  policy  on  this  issue 
since  1980.  It  simply  requires  a  minimum  of  human  decency:  If 
people  are  going  to  be  displaced  through  a  World  Bank  loan  for  a 
project,  the  borrower  has  to  prepare  a  plan  so  that  at  least  they 
are  no  worse  off  than  before. 

The  bank  is  now  conducting  its  third  study  in  a  decade,  looking 
at  this  situation.  They  cannot  find  a  single  project  where  for  any 
of  these  millions  of  people,  there  is  evidence  that  they  have  not 
been  made  worse  off.  I  think  this  is  serious  and  something  has  to 
be  done. 

The  Inter-American  Development  Bank,  I  think,  is  a  bright  spot 
in  this  picture.  It  is  funding  projects  which  are  doing  the  right 
thing.  In  the  Amazon,  for  example,  it  shows  that  in  some  cases 
these  banks  can  do  the  right  thing. 

I  would  like  to  point  out  that  the  environmental  performance  of 
the  multilateral  banks  has  broader  foreign  policy  implications. 

For  example,  it  is  a  key  issue  with  respect  to  our  carrying  out 
our  commitments  under  the  convention  signed  at  Rio,  the  climate 
convention  and  the  biodiversity  convention. 

The  $45  billion  in  annual  multilateral  bank  lending  obviously 
has  a  much  greater  impact  on  global  warming  and  biodiversity, 
currently  for  the  worse,  hopefully  for  the  better  in  future  years 
than  the  $2  billion  the  global  environment  facihty  will  disburse 
over  the  next  several  years. 

There  are  also  other  issues  which  I  have  touched  upon;  one,  the 
International  Monetary  Fund.  There  was  legislation  enacted  in 
1989,  as  well  as  in  1992,  prodding  the  IMF  to  take  some  modest 
measures  in  the  areas  of  environment  and  attention  to  poverty. 
The  fund  has  done  very  little.  We  would  say  virtually  nothing  in 
terms  of  substance. 

Another  issue  we  would  like  to  address — ^Mr.  Dawson  mentions 
this  in  his  testimony  from  his  experience  of  the  IMF — is  linked 
with  the  multilateral  nature  of  these  institutions:  the  United 
States  can  promote  measures,  but  the  other  countries  are  not  on 
board. 

Obviously,  nothing  moves.  It  is  for  that  very  reason  that  we 
would  hope  that  the  administration  would  take  more  vigorous  ef- 
forts to  promote,  through  the  form  of  the  G-7  and  OECD,  coopera- 
tion with  the  major  donors  to  have  a  coordinated  policy  in  making 
these  institutions  sustainable. 
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One  last  area  is  the  area  of  the  export  credit  agencies,  the  U.S. 
Export-Import  Bank,  and  other  export  credit  agencies  in  the  indus- 
trial countries. 

It  does  not  make  much  sense  to  talk  about  sustainability  for 
USAID  for  the  multilateral  banks  when  these  export  credit  agen- 
cies are  lending  tens  of  billions  of  dollars  a  year  with  relatively  low 
environmental  standards. 

We  have  met  with  Ken  Brody,  the  head  of  the  Export-Import 
Bank.  He  agrees  with  us  completely,  and  of  course  his  point  is  that 
there  has  to  be  a  concerted  effort  in  the  G-7  on  the  export  credit 
agencies,  because  we  cannot  alone  have  higher  environmental 
standards  than  the  other  export  banks. 

I  would  just  like  to  conclude  with  one  other  observation.  This  is 
the  50th  anniversary  year  of  the  Bretton  Words  conference.  We 
think  there  is  a  need  for  a  closer  examination  of  what  is  the  admin- 
istration's current  de  facto  strategy  of  further  concentrating  scarce 
foreign  aid  resources  in  the  Bretton  Woods  institutions  and  the 
multilateral  development  banks. 

We  would  suggest,  at  least  as  a  working  hypothesis,  that  in  the 
post-cold  war,  post-Rio  Earth  Summit  world,  we  need  to  encourage 
greater  diversity  and  competition  among  alternative  economic  de- 
velopment institutions  and  networks,  bilateral,  multilateral,  pri- 
vate sector,  nongovernmental,  so  we  can  have  an  international  sys- 
tem, particularly  with  respect  to  development  aid  that  can  address 
globa  environmental  problems  effectively  at  the  local  level. 

If  there  is  a  need  to  reinvent  and  to  heighten  the  efficiency  of  do- 
mestic government,  surely  on  this  50th  anniversary  of  Bretton 
Woods  tnere  is  an  even  greater  need  for  a  U.S.-led  initiative  for 
such  an  exercise  in  looking  into  international  institutions. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Rich  follows:! 

Prepared  Statementt  of  Mr.  Bruce  M.  Rich 
i.  introduction  and  summary 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  today  before  the  Senate 
Foreign  Relations  Subcommittee  on  International  Economic  Policy,  Trade,  Ocean 
and  Environment.  I  am  Bruce  M.  Rich,  Senior  Attorney  with  the  Environmental  De- 
fense Fund  (EDF),  and  Director  of  EDF's  International  Program.  I  am  testifying 
today  behalf  of  EDF,  the  National  Audubon  Society,  Friends  of  the  Earth,  U.S.,  the 
National  Wildlife  Federation  (NWF),  and  the  Sierra  Club.  EDF  is  a  public  interest 
environmental  research  and  advocacy  organization  with  over  200,000  members  na- 
tionwide. The  National  Audubon  Societv  has  a  national  membership  of  550,000,  and 
the  National  Wildlife  Federation  is  the  largest  conservation  or^nization  in  the 
Western  world  with  more  than  5  million  members.  Friends  of  the  Earth  has  13,000 
members  nationwide,  and  the  Sierra  Club  over  600,000  members  and  supporters. 
These  colleagues  at  EDF  and  Friends  of  the  Earth  have  assisted  in  the  preparation 
of  this  statement:  James  Barnes,  Scott  Haiost,  Korinna  Horta,  Mimi  Kleiner,  Steve 
Schwartzman,  Karan  Capoor,  and  Todd  Goldman. 

My  statement  will  address  the  environmental  performance  and  overall  manage- 
ment issues  associated  with  the  Administration's  FY  1995  ftinding  requests  for  the 
World  Bank,  the  Bank-associated  Global  Environment  Facility  (GEF)  and  other  re- 
gional multilateral  development  banks,  and  the  IMF.  The  Administration  is  asking 
for  a  33  percent  increase  in  funding  for  the  MDB's,  $2  billion,  over  last  year's  actual 
appropriations  of  $1.5  billion.  It  is  asking  the  Congress  to  authorize  major  capital 
increases  for  the  African  Development  Bank  soil-loan  facility  (the  African  Develop- 
ment Fund— AFdF),  the  Inter-American  Development  Bank  (IDB)  and  for  the  GEF, 
as  well  as  approve  a  replenishment  of  the  IMF's  Enhanced  Structural  Adjustment 
Facility.  The  Asian  Development  Bank  has  requested  its  member  governments  to 
negotiate  this  spring  a  doubling  of  its  capital  resources. 
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The  most  succinct  summary  of  the  current  status  of  the  environmental  perform- 
ance of  the  MDB's  was  given  by  Vice-President  Gore  just  two  days  ago  in  a  speech 
before  parliamentarians  from  several  countries  (Global  Legislators  lor  a  Balanced 
Environment — GLOBE)  here  in  Washington:  "Many  of  the  multilateral  banks  have 
developed  new  policies  in  the  areas  of  forestry,  energy  and  public  participation  in 
decision  making.  But  to  date,  implementation  has  fallen  woefully  snort."  He  went 
on  to  state  that  "In  view  of  this  poor  performance,  together  we  must  ensure  that 
these  institutions  are  part  of  the  solution,  rather  than  a  continuing  part  of  the  prob- 
lem." 

The  message  the  national  environmental  organizations  1  represent  today  wish  to 
convey  to  you  in  the  strongest  terms  is  that  the  money  the  Administration  is  re- 
questmg  the  Congress  to  authorize  and  appropriate  this  year  for  the  MDB's  will  too 
often  be  poorly  used,  without  very  significant  improvements  in  the  overall  manage- 
ment ana  environmental  performance  of  these  institutions.  We  would  suggest  that 
the  overall  poor  environmental  performance  of  these  institutions  may  be  only  a  lead- 
ing indicator  of  deeper  and  more  widespread  management  and  project  quality  prob- 
lems. 

We  wish  to  emphasize  that  the  environmental  performance  of  the  MDB's  is  a  key 
issue  with  respect  to  carrying  out  our  commitments  to  reduce  global  warming  and 

{)rotect  biodiversity  in  the  conventions  signed  at  Rio.  The  $45  billion  in  annual  MDB 
ending  has  a  much  greater  impact  on  global  warming  and  biodiversity — currently 
for  the  worse,  hojjefully  in  the  future  for  the  better — than  the  two  billion  dollars 
the  Global  Environment  Facility  will  disburse  over  the  next  3  years. 

In  this  regard,  the  case  of  the  World  Bank  and  associated  GEF  is  particularly  im- 
portant, because  of  the  leadership  role  that  institution  is  perceived  to  have.  Events 
over  the  past  two  years  reveal  a  long  building,  serious  breakdown  of  accountability 
and  responsibility  at  the  highest  levels  in  tne  Bank,  despite  belated,  ineffectual 
steps  of  management  to  respond  to  increasing  international  pressures  for  greater 
transparency  and  improvements  in  project  quality.  There  are  differences  in  perform- 
ance among  the  other  MDB's:  the  IDB  deserves  praise  for  being  more  innovative, 
and  going  farther  than  any  of  the  other  institutions  in  several  of  its  projects  to  pro- 
mote the  local  involvement  and  accountability  necessary  for  truly  sustainable  devel- 
opment. We  are  worried,  however,  about  proposed  organizational  changes  in  the 
IDB  which  would  weaken  the  role  of  that  institution's  Environmental  Management 
Committee  and  environmental  staff.  The  African  Development  Bank  suffers  from 
the  most  serious  management  problems  and  inability  to  deliver  on  its  environmental 
commitments,  and  major  reforms  are  needed  in  the  Asian  Development  Bank. 

Mr.  Chairman,  we  commend  the  Administration  and  particularly  the  Treasury 
Department  and  the  U.S.  Executive  Directors'  offices  in  the  MDBS  for  their  many 
intensive  efforts  to  promote  environmental  responsibility  in  the  multilateral  banks. 
Such  efforts  include  numerous  interventions  to  attempt  to  change  environmentally 
damaging  loan  proposals,  systematic  efforts  to  promote  new  information  policies  and 
reviews  of  portiolio  performance  at  the  regional  MDB's  and  efforts  to  promote  the 
creation  of  independent  inspection  panels  at  the  World  Bank  and  other  MDB's.  But 
we  would  submit  that  these  efforts  notwithstanding,  there  is  growing  evidence  that 
the  MDB's  and  particularly  the  World  Bank  are  not  succeeding  for  the  most  part 
in  making  their  lending  environmentally  sustainable.  We  believe  that  it  would  be 
a  wiser  use  of  taxpayers'  money  not  to  concentrate  resources  so  intensively  on  the 
World  Bank  and  other  MDB's,  with  their  disturbing  record  of  declining  project  qual- 
ity and  demonstrated  management  problems,  but  rather  to  also  encourage  and  sup- 
port a  diversity  of  alternative  development  institutions  and  channels  for  foreign  as- 
sistance, ones  that  would  have  a  better  chance  of  helping  the  poor  and  helping  the 
flobal  environment.  There  are  several  institutions  supported  by  the  U.S.  that  we 
elieve  are  very  cost-efTective  in  promoting  environmental  sustainability  and  social 
equity.  Their  approach  is  worthy  of  increased  support  and  wider  replication.  These 
agencies — the  Inter-American  and  African  Development  Foundations,  and  Appro- 
priate Technology  International — do  not  finance  large  government  bureaucracies, 
out  have  a  mandate  to  assist  community  groups,  nongovernmental  organizations 
and  smaller  businesses  and  enterprises. 

We  also  recognize  that  although  the  charters  of  the  MDB's  require  theni  to  lend 
principally  for  specific  projects,  this  project  lending  has  become  driven  in  many 
cases  Dy  shorter-term  needs  for  balance  of  payments  support  for  vulnerable  econo- 
mies. TTius,  alternatives  to  help  the  macroeconomic  crisis  of  the  poorest  nations, 
particularly  sub-Saharan  Africa,  should  be  found  before  reducing  MDB  lending  for 
these  economies.  We  believe,  however,  that  the  best  way  to  help  these  countries  over 
the  middle  term  is  not  through  continuing  to  use  MDB  project  and  adjustment  lend- 
ing for  balance  of  payments  support,  which  often  contradicts  the  need  for  project 
quality  that  is  at  the  heart  of  the  mission  of  these  institutions. 
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Rather,  increased  debt  relief— for  example  by  adopting  the  so-called  Trinidad 
Terms — and  fairer  terms  of  trade  will  do  more  to  help  tne  poorer  nations  than  using 
MDB  loans  to  fill  what  is  essentially  a  bottomless  financial  hole.  According  to  the 
United  Nations  Development  Program,  fairer  trade  would  spur  $60  billion  in  in- 
creased annual  financial  flows  from  the  North  to  the  South,  and  debt  forgiveness 
another  $50  billion  annually.  I  would  note  that  of  the  $2  billion  the  Adniinistration 
is  requesting  for  the  public  international  financial  institutions,  only  $7  million  is  for 
debt  relief  under  the  so-called  enhanced  Toronto  Terms.  We  would  suggest  that 
without  increasing  the  general  levels  of  funding  for  multilateral  assistance,  more 
funds  could  be  allotted  lor  debt  relief  for  the  poorest  nations  and  less  for  increases 
in  MDB  replenishment.  The  current  approach  is  perversely  increasing  the  debt  bur- 
den of  the  most  vulnerable  nations — at  the  expense  of  U.S.  and  other  donor  country 
taxpayers — without  sufficiently  addressing  the  external  economic  conditions  that  are 
in  significant  part  responsible  for  the  chronic  financial  difficulties  of  these  econo- 
mies. We  would  also  suggest  that  further  exploration  of  these  issues  through  over- 
sight hearings  and  possible  legislation,  including  consideration  of  using  a  portion  of 
the  World  Bank's  $18.5  billion  in  liquid  reserves  and  the  IMF's  billions  in  gold  re- 
serves to  reduce  the  multilateral  debt  of  the  weakest  and  poorest  developing  na- 
tions. 

If  the  MDB's  are  to  fulfill  their  purported  mission  of  helping  the  poor  and  promot- 
ing environmentally  sustainable  economic  development,  the  profound  institutional 
forces  that  make  pressure  to  lend  and  moving  money  their  first  priority  must  be 
reversed.  If  the  World  Bank  and  other  MDB's  were  to  truly  focus  on  project  quality, 
with  full  public  consultation,  participation,  and  access  to  information,  there  would 
be  fewer  loans,  and  smaller  but  better  ones.  They  would  be  more  modest  institu- 
tions, but  ones  that  might  be  able  to  make  a  real  difference  through  example. 

It  also  is  important  to  remember  that  the  Congress  has  passed  legislation  direct- 
ing the  Treasury  Department  to  promote  environmental  reforms  in  the  MDB's — for 
example  greater  emphasis  on  end-use  efficiency  in  the  energy  sector,  and  greater 
transparency  and  public  participation — MDB's  for  nearly  a  decade — with  relatively 
little  to  show.  With  respect  to  the  IMF,  Congress  enacted  legislation  in  1989  and 
1992  calling  upon  Treasury  to  promote  a  number  of  modest  reforms  in  the  Fund  to 
address  environmental  and  poverty  issues — and  there  has  been  virtually  no  action 
by  the  Fund. 

In  short,  we  urge  you  not  to  write  a  blank  check  for  $2  billion  to  these  institu- 
tions— not  after  a  decade-long  record  of  Congressional  hearings,  legislation,  and  bro- 
ken promises.  We  recommend,  therefore,  that  for  FY  1995  the  Congress  not  author- 
ize tne  GEF  and  MDB  capital  increases  that  are  being  proposed  until  these  institu- 
tions show  that  they  have  carried  out  a  number  of  fundamental  reforms  discussed 
in  detail  later.  Since  all  of  the  new  replenishment — for  the  GEF,  AFdB,  and  IDB 
are  still  being  negotiated,  vigorous  actions  by  Treasury  and  more  responsiveness  by 
the  MDB's  might  conceivably  forestall  any  delays.  Alternatively,  on  a  case-by-case 
basis,  release  of  funds  from  tne  authorizations  could  be  conditioned  on  Treasury  cer- 
tifying that  certain  benchmarks  have  been  bet.  The  heart  of  needed  reforms  lies  in 
major  institutional  changes  to  make  project  quality,  not  pushing  money,  the 
overarching  priority  of  the  World  Bank  and  other  MDB's,  and  reforms  to  ensure 
independent  review  of  MDB  projects,  public  access  to  most  MDB  documents,  and 
greater  responsiveness  and  accountability  to  local  populations  affected  by  MDB 
projects.  Given  the  particularly  disturbing  record  of  the  World  Bank,  we  suggest 
that  for  FY  1995  that  the  Foreign  Relations  Committee  recommend  to  the  Appro- 

f>riations  Committee  that  cut  a  portion  of  authorized  funding  for  the  Bank's  nard 
oan  window,  the  IBRD.  We  believe  this  will  be  the  most  effective  spur  to  reforms 
at  the  Bank. 

In  the  case  of  the  GEF,  we  believe  it  would  be  a  mistake  for  the  U.S.  to  commit 
funds  for  major  projects  before  the  GEF  has  completed  Congressionally  mandated 
restructuring  and  reforms  enacted  in  legislation  over  the  past  two  years.  It  is  impor- 
tant that  smaller  amounts  for  the  GEF  be  authorized  and  appropriated  quickly,  to 
fund  more  limited  activities  related  to  the  immediate  implementation  of  the  Climate 
and  Biodiveristy  Conventions,  such  as  developing  country  planning  and  reporting 
requirements,  capacity  building  and  developing  country  travel. 

We  believe  authorization  of  more  money  for  the  IMF  ESAF  should  be  linked  to 
concrete  evidence  of  significant  progress  by  the  Fund  in  acting  on  the  Congression- 
ally mandated  reforms  of  1989  and  1992. 

Given  the  tremendous  financial  and  policy  leverage  of  the  international  financial 
institutions,  we  also  believe  that  management  and  environmental  reforms  need  to 
be  promoted  through  the  G-7  process  and  through  the  OECD  as  well  as  before  the 
Executive  Boards  of  these  institutions. 
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The  U.S.  also  needs  to  direct  our  representatives  to  the  MDB's  to  institute  and 
implement  binding  policies  to  evaluate  and  take  into  account  in  loan  preparation  the 
effects  of  each  project  on  global  climate  change,  particularly  in  the  energy  and 
transportation  sectors.  I  would  note  that  the  most  recent  meeting  of  the  Intergov- 
ernmental Negotiation  Committee  on  Climate  Change  in  Geneva  there  was  consen- 
sus amount  developing  and  industrialized  countries  on  the  need  to  set  up  a  perma- 
nent system  to  monitor  the  climate  impacts  of  MDB  lending  and  policies  so  as  to 
ensure  that  these  financial  flows  support  activities  consistent  with  the  objectives  of 
the  Climate  Convention. 

There  is  also  a  critical  need  to  promote  enhanced  environmental  standards  in  the 
U.S.  Export-Import  Bank  and,  through  cooperation  in  the  G-7  and  OECD,  in  the 
export  credit  agencies  of  other  major  industrialized  countries.  It  makes  little  sense 
to  be  promoting  enhanced  environmental  responsibility  in  the  MDB's  when  export 
promotion  banks  are  lending  tens  of  billions  annually  with  little  attention  to  the 
same  concerns.  Representatives  of  some  of  our  groups  met  recently  with  Ken  Brody, 
head  of  the  Exim-Bank,  and  we  were  encouraged  by  his  concurrence,  and  indeed 
commitment  on  this  point  as  well  as  by  the  interest  that  has  been  expressed  by 
other  Administration  officials.  But  the  attention  and  encouragement  of  the  Foreign 
Relations  Committee  would  help  push  this  effort  along. 

Finally,  we  would  also  suggest  the  need  for  a  closer  examination  of  the  Adminis- 
tration's current  strategy  of  further  concentrating  foreign  aid  resources  in  the 
Bretton  Woods  institutions  and  multilateral  development  banks.  In  the  post-cold 
war,  post-Rio  Earth  Summit  world  we  need  to  encourage  greater  diversity  and  com- 
petition among  alternative  economic  development  institutions  and  networks,  to  cre- 
ate a  more  flexible  and  responsive  international  system,  one  that  can  deal  with  glob- 
al environmental  and  economic  problems  at  the  local  level.  Our  view  is  that  U.S. 
policy  should  be  promoting  a  greater  diversity  of  institutions  and  approaches — bilat- 
eral, nongovernmental  and  in  the  private  sector — to  deal  with  global  environmental 
and  developmental  issues,  and  use  its  financial  leverage  to  prompt  institutional  re- 
form in  multilateral  organizations  to  make  them  more  transparent,  accountable,  and 
flexible.  If  there  is  a  need  to  reinvent  and  to  heighten  the  efficiency  of  domestic  gov- 
ernment, we  would  ai^e  that  in  this  50th  anniversary  year  of  Bretton  Woods  there 
is  surely  an  even  greater  need  for  a  U.S.  led  initiative  for  such  an  exercise  in  the 
international  sphere. 

The  remainder  of  this  statement  discusses  in  detail,  with  specific  recommenda- 
tions, our  evaluation  and  criticism  of  the  environmental  performance  of  the  World 
Bank,  GEF  and  three  regional  development  banks. 

II.  THE  WORLD  BANK 

Every  year  since  1985  the  Congress  has  enacted  legislation  instructing  the  Treas- 
ury Department  to  promote  key  environmental  reforms  in  the  World  Bank  and  the 
three  regional  multilateral  development  banks.  In  the  case  of  the  World  Bank,  it 
has  ceased  financing  a  few  of  its  most  environmentally  destructive  programs,  such 
as  gigantic  colonization  projects  in  tropical  forests,  and,  with  much  fanfare,  greatly 
increased  its  environmental  staffing  several  years  ago,  and  is  constantly  promulgat- 
ing new  environmental  policies — though  the  first  ones  date  back  well  over  a  decade. 
It  is  expanding  financing  of  projects  it  claims  are  environmentally  beneficial.  On  a 
small  scale,  compared  to  the  main  body  of  its  lending,  it  is  supporting  national  envi- 
ronmental ministries  and  funding  protected  areas.  But,  alas,  many  of  the  larger 
scale  "environmental"  projects,  for  example  in  the  forestry  sector,  have  turned  out 
to  be  the  same  old  unsustainable  schemes  doused  with  a  new  coat  of  green  paint. 
Finally,  last  year  about  13  percent  of  Bank  lending  went  for  programs  in  education, 
health  and  population.  Some  of  these  loans  undoubtedly  reflect  the  typical  problems 
of  Bank  projects,  that  is  inefficiency  and  inappropriateness  linked  to  trying  to  push 
too  much  money  too  quickly  through  weak  developing  country  bureaucracies.  But 
lending  for  these  purposes  is  something  we  can  all  support,  if  it  is  done  effectively. 

But  this  is  an  institution  with  an  outstanding  loan  portfolio  of  over  $140  billion, 
and,  overall,  Mr.  Chairman,  over  the  past  several  years  the  Bank's  record  has  been 
a  disaster.  The  record  has  worsened — and  not  just  in  the  environmental  area.  Four 
years  ago  when  the  World  Bank  asked  the  industrialized  nations  for  the  ninth 
multibillion  dollar  replenishment  of  the  International  Development  Association,  it 
promised  its  donors  to  support  environmentally  sound  projects,  alleviate  poverty,  to 
"expand  its  efforts  in  end-use  energy  efficiencies  and  renewable  energy  programs 
and  to  encourage  least-cost  planning  in  borrower  countries"  and  ensure  greater  pub- 
lic access  to  information  and  promote  public  participation. 
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The  Bank's  promises  proved  mostly  worthless;  it  continues  to  finance  numerous 
schemes  that  are  documented  environmental  and  social  failures,  and  to  withhold 
most  information  on  its  activities. 

Perhaps  the  most  scandalous  aspect  of  all  in  the  Bank's  record  is  its  gross  neg- 
ligence in  ensuring  that  its  borrowers  rehabilitate  the  more  than  two  million  poor 
who  currently  are  oeing  forcibly  relocated  by  Bank-financed  infrastructure  projects. 
Projects  approved  this  year  alone  will  involuntarily  resettle  another  600,000  people, 
and  loans  approved  through  1996  are  estimated  to  uproot  without  adequate  com- 
pensation more  than  two  million  more  of  this  planet's  poorest  and  most  powerless 
human  beings.  In  several  of  its  major  lending  regions — Latin  America  and  Africa, 
for  example — recent  internal  Bank  surveys  cannot  find  a  single  project  where  dis- 
placed populations  have  not  been  made  worse  off  than  before.  And.  yet  the  Bank 
cites  poverty  alleviation  as  its  "overarching  objective"  to  justify  before  the  par- 
liaments of  its  donors  requests  for  more  taxpayer  support. 

The  Congress  has  required  the  Treasury  Department  to  promote  greater  attention 
to  end-use  efTiciency  and  conservation  in  Bank  lending  smce  late  1985.  Energy  is 
the  Bank's  second  most  important  lending  sector,  and,  in  the  light  of  concerns  over 
global  warming  the  need  for  alternative  investments  in  end-use  efficiency  and  con- 
servation has  never  been  greater.  Yet  a  USAID  financed  study  found  that  Bank  sup- 
port for  end-use  efficiency  and  conservation  actually  decreased  in  the  late  1980's  and 
early  1990's.  A  study  prepared  by  EDF  and  the  Natural  Resources  Defense  Council 
examined  new  Bank  power  loans  in  preparation,  so  as  to  evaluate  the  worth  of  new 
Bank  policies  issued  last  year  espousing  greater  commitment  to  sup)porting  demand- 
side  management  and  end-use  efficiency  in  Bank  power  projects.  Our  findings,  re- 
leased last  month,  are  that  of  46  power  loans  totalling  over  $7  billion  that  are  in 
preparation  for  33  nations,  only  two  refiect  the  commitments  of  these  new  policies, 
and  only  three  others  significantly  support  end-use  efficiency  and  demand-side  man- 
agement. 

One  response  of  Bank  management  to  this  critique  is  that  the  policies — prepared 
at  considerable  expense  and  with  great  public  relations  fanfare — are  not  mandatory, 
only  hortatory. 

I  would  like  to  discuss  for  the  record  a  bit  more  about  the  Bank's  resettlement 
record  and  energy  lending,  and  then  address  the  Bank's  ongoing  response  to  two  un- 
precedented reports  completed  in  1992  that  reveal  an  institution  almost  totally 
dominated  by  the  pressure  to  lend,  to  the  detriment  of  all  sense  of  direction,  ac- 
countability and  responsibility.  I  will  then  address  the  credibility  of  two  recent  re- 
forms the  Bank  announced  late  last  year  in  response  to  growing  dissatisfaction  in 
the  Congress  and  in  the  governments  of  other  nations  with  its  management:  a  new 
information  policy,  and  the  creation  of  an  independent  inspection  panel.  This  section 
will  also  discuss  for  the  record  our  concerns  about  the  Bank's  approach  to  the  inter- 
related issues  of  structural  adjustment,  poverty,  and  the  environment,  and  conclude 
with  several  recommendations. 

A.  Forced  Resettlement  of  the  Poor. — There  is  no  other  issue  that  so  exposes  the 
systematic  operational  failure  of  the  World  Bank  than  its  record  on  resettlement 
and  rehabilitation  of  populations  forcibly  displaced  by  Bank-financed  projects.  It 
goes  to  the  heart  of  its  credibility  and  ability  to  police  itself. 

Over  the  past  decade  three  separate,  Bank-wide  internal  studies  have  documented 
the  failure  of  Bank  management  to  carry  out  the  resettlement  policy,  with  no  effec- 
tive action  by  management:  the  1979-1983  Bank-wide  Resettlement  Review,  the 
1986  Bank-Wide  Resettlement  Review  (covering  1979-1986),  and  the  June  30,  1993 
Operations  Evaluation  Department  study  of  "Early  Experience  with  Involuntary  Re- 
settlement." Meanwhile,  the  number  of  people  forcibly  resettled  from  ongoing  Bank 
projects,  has  increased  from  450,000  in  1983  to  over  2,000,000  in  1994,  and  over 
2,000,000  more  will  be  displaced  hw  projects  slated  to  be  approved  through  1996.  In 
India  alone  the  number  of  people  being  forcibly  resettled  tsy  ongoing  Bank  projects 
in  India  totals  over  800,000. 

In  fact,  14  percent  of  total  IBRD/IDA  lending  is  currently  financing  projects  that 
forcibly  resettle  the  local  poor. 

The  Bank's  policy  on  resettlement  and  rehabilitation  of  displaced  people — now 
Operational  Directive  4.35  (it  may  be  reissued  as  a  more  general,  less  binding  Oper- 
ational Policy — see  discussion  below  on  the  Bank's  response  to  the  Wapenhans  re- 
port)--dates  back  to  1980  and  is  one  of  the  Bank's  oldest  and  most  important  social 
and  environmental  policies.  It  reauires  simply  the  minimum  of  human  decency:  that 
a  borrowing  government  prepare  oefore  project  appraisal  is  completed,  with  the  con- 
sultation and  approval  oi  the  affected  population,  a  resettlement  and  rehabilitation 
plan  that  at  least  will  put  the  affected  population  in  an  economic  situation  that  is 
no  worse,  and  hopefully  actually  improve  their  welfare.  Strict  monitoring  of  govern- 
ment implementation  of  the  plan  by  the  Bank  is  essential  for  its  success. 
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The  latest,  June,  1993  report  of  the  Bank's  Operations  Evaluation  Department 
(OED)  discovered  total  negligence  on  the  part  of  Bank  management:  implementation 
of  the  policy  has  been  lax  or  nonexistent,  and  indeed  Bank  stafT  and  management 
have  not  even  bothered  to  collect  basic  data  on  the  fate  of  the  millions  of  poor  its 
schemes  have  displaced  over  the  past  13  years:  information  even  on  the  incomes  of 
the  forcibly  resettled  is  simply  lacking  for  most  Bank  schemes  involving  displace- 
ment. A  substantial  proportion — about  40  percent — of  the  projects  reviewed  in  this 
report  were  approved  af^r  1980  when  the  Bank's  resettlement  policies  were  in  force 
and  should  have  been  adhered  to.  With  some  understatement,  the  report  concludes: 
"Have  Bank  guidelines  helped  to  improve  resettlement  results  and  outcome?  Only 
very  general  judgments  on  satisfactory  or  unsatisfactory  outcome  can  be  made  since 
few  projects  have  any  data  on  incomes  [of  forcibly  resettled  people]  ♦  *  *  Bank 
guidelines  have  not  led  to  improved  monitoring  efforts  which  would  permit  an  as- 
sessment on  resettlement  outcome  *  *  ♦  This  is  a  serious  lacuna  since  it  gives  rise 
to  an  impression  that  the  Bank  is  not  seriously  interested  in  the  achievement  of  this 
objective." 

Internal  Bank  studies  of  recent  regional  performance  shows  an  equally  disturbing 

Eicture.  According  to  OED,  a  1990  review  of  Bank  resettlement  projects  for  the 
atin  America  region  "was  unable  to  find  a  single  study  of  a  Bank-financed  project 
in  Latin  America  which  quantitatively  demonstrated  that  a  resettlement  policy  had 
been  adequately  rehabilitated  in  terms  of  income,  health  or  other  social  welfare 
measures?'  A  1992  internal  study  of  Bank  financed  forcible  resettlement  in  Africa 
concluded  "it  was  impossible  to  measure  the  impact  of  resettlement"  due  to  com- 
pletely inadequate  or  nonexistent  information  gathering  on  resettlement  impacts, 
and  inadequate  or  nonexistent  monitoring  and  funding  resettlement  components 
when  they  were  identified  in  some  form." 

The  Bank  is  currently  undertaking  a  review  of  its  projects  with  involuntary  reset- 
tlement components — the  fourth  such  exercise  in  little  more  than  a  decade.  This  re- 
view was  one  of  the  actions  Bank  management  pledged  to  the  Executive  Directors 
(at  their  express  request)  to  undertake  in  the  aftermath  of  the  controversy  over  the 
Bank-financed  Sardar  Sarovar  dam  in  India.  ??  completed  review  report,  with  a  plan 
for  corrective  actions,  is  to  be  presented  to  the  Board  of  Executive  Directors  for  ap- 
proval in  March,  with  a  Board  Meeting  to  discuss  prospective  actions  on  April  15, 
1994. 

We  strongly  urge  the  Subcommittee  to  ask  the  Treasury  Department  to  raise  the 
following  demands  before  the  Bank's  management  and  with  other  major  donor  coun- 
tries on  its  Board: 

1.  The  Bank  should  make  the  Bank-Wide  Resettlement  Review,  as  well  as  the 
India  and  China  country  resettlement  studies,  publicly  available  in  draft  form 
so  that  NGO's  and  affected  peoples  and  communities  can  have  input  before  the 
document  is  presented  for  approval  to  the  Executive  Board. 

2.  The  U.S.  should  demand  what  measures  the  Bank  plans  to  take,  and  to 
inform  the  public  of,  concerning  retroactive  measures  to  economically  rehabilitate 
those  already  impoverished  through  negligence  of  the  Bank's  resettlement  policy 
in  previous  Bank  projects;  a  list  of  all  such  projects  be  made  public,  together 
with  details  on  what  is  currently  known  about  the  situation  of  the  people  who 
have  been  displaced. 

3.  The  Bank  should  give  a  specific  response  on  how  it  will  hold  Bank  staff 
and  management  accountable  and  responsible  for  not  complying  with  the  Bank's 
guidelines  on  resettlement. 

4.  The  Bank  should  put  a  moratorium  on  the  preparation  of  all  projects  that 
will  entail  forced  resetUement,  until  there  is  hard  evidence  that  alternatives  to 
avoid  resettlement  have  been  examined,  economic  rehabilitation  measures  for 
populations  that  would  be  displace  are  fully  developed  in  consultation  with  the 
contununities  affected,  and  monitoring  systems  are  installed  to  ensure  compli- 
ance with  Bank  guidelines. 

B.  Energy  Inefficiency. — Energy  supply  is  the  most  capital  intensive  sector  in  de- 
veloping countries,  accounting  lor  between  one  quarter  and  one  third  of  all  public 
investment — and  diverting  desperately  scarce  capital  from  other  investments  such 
as  health,  education  and  conservation.  Indeed,  according  to  a  1990  World  Bank  En- 
ergy Department  paper,  "estimates  suggest  that  if  20  percent  of  commercial  energy 
in  developing  countries  were  saved,  total  gross  savings  for  developing  countries 
would  amount  to  about  U.S.  $30  billion  per  annum  or  about  7.5  percent  of  the  total 
value  of  merchandise  imports.  This  is  about  60  percent  of  the  net  flow  of  resources 
out  of  developing  countries  for  debt  service  in  1988,  and  about  two-thirds  of  the  offi- 
cial development  assistance  from  OECD  and  OPEC  countries  in  1987."' 
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Yet,  in  late  1991  a  comprehensive,  EPA  financed  review  of  the  Bank's  energy 
lending  by  the  Washington  based  International  Institute  for  Energy  Conservation 
concluded  that  the  Bar3c  was  devoting  less  than  one  percent  of  its  energy  lending 
to  end  use  efficiency  aid  conservation  investments,  and  that  the  proportion  actually 
decreased  slightly  in  the  late  1980's. 

In  early  1993,  the  Bank  issued  a  new  energy  efficiency  policy  paper  and  a  new 
power  policy  paper  in  early  1993  in  which  it  claimed  that  it  would  %e  more  selective 
in  lending  to  energy-suppjv  enterprises"  and  that  "approaches  for  addressing  de- 
mand-side management  (DSM)  and  end-use  energy  intermediation  issue  will  be 
identified,  supported,  and  given  high-level  in-country  visibility."  i  But  these  policy 
papers  lack  specific  commitments  for  actually  increasing  lending  for  end-use  efii- 
ciency  lending— which,  according  to  the  Bank's  1991  energy  sector  review  will  ac- 
count for  only  1  percent  of  Bank  energy  lending  for  the  period  1992-1995. 

Indeed,  as  mentioned  above,  a  recently  released  EDF-NRDC  study  of  46  power 
loans  totalling  over  $7  billion  currently  being  prepared  by  the  World  Bank  for  33 
countries,  found  only  ftve  that  signiftcantly  support  improved  end-use  energy  effi- 
ciency, and  only  two  that  actually  comply  with  the  Bank's  own  policy  papers  on  en- 
ergy efficiency  and  power. 

Once  again  we  see  an  all  too  typical  pattern:  the  Bank  chums  out  vague,  new 
policy  commitments  in  response  to  public  pressure,  while  the  Bank's  lending  oper- 
ations continue  mostly  unchanged. 

A  prime  example  of  the  Bank's  total,  ongoing  disregard  for  demand-side,  end-use 
efficiency  alternatives  can  be  seen  in  a  $400  million  IBRD  loan  Bank  management 
pushed  before  the  Executive  Board  on  the  second  last  day  its  fiscal  year,  June  29, 
1993  (the  height  of  the  "bunching  season"  when  a  disproportionate  number  of  loans 
are  presented  before  the  Board  for  approval  to  meet  lending  targets  before  the  close 
of  the  financial  year).  The  loan  is  the  first  in  a  series  in  a  on  a  Bank  energy  lending 
sector  program  for  India  to  add  over  16,000  megawatts  of  new  coal-burning  capacity 
over  the  next  decade,  with  no  consideration  of  end-use  efficiency  and  conservation 
alternatives.  This  single  lending  program  will  add  over  92  million  tons  of  C02  a 
year  to  the  earth's  atmosphere,  or  about  2.5  percent  of  estimated  worldwide  in- 
creases in  C02  emissions  (a  cause  of  global  warming)  in  the  same  p)eriod.  Worse, 
this  loan  virtually  allots  no  funds  for  compensating  and  rehabilitating  over  a 
140,000  people  forcibly  resettled  (in  contravention  of  Bank  resettlement  policy)  and 
otherwise  aoversely  affected  by  previous  Bank-financed  projects  in  India  in  the  coal- 
fired  power  sector. 

The  total  lack  of  consideration  of  demand-side,  end-use  efficiency  alternatives  in 
this  lending  program  and  in  other  Bank  energy  lending  makes  the  commitments  of 
the  world's  governments  at  Rio  to  reduce  unnecessary  C02  emissions,  and  the  lim- 
ited funds  of  the  GEF  to  be  allotted  for  this  purpose,  a  travesty.  Indeed,  a  1991 
USAID  study,  prepared  as  part  of  a  World  Bank  Indian  Power  Assessment,  con- 
cluded that  if  only  half  the  cost-efTective  end-use  efficiency  and  conservation  meas- 
ures were  pursued  in  the  Indian  Power  Sector  through  2004-2005,  peak  generating 
requirements  would  be  reduced  by  22,000  to  36,000  megawatts  at  40  percent  of  the 
cost  of  new  generating  capacity— saving  $10  to  16  BILLION  DOLLARS  in  capital  outlays 
for  new  power  plants  and  dams. 

Last  June  29,  the  World  Bank  Executive  Directors  representing  Germany,  the 
United  States,  Austria  and  Belgium  refused  to  approve  this  loan  on  environmental 
and  economic  grounds — in  vain. 

C.  The  Morse  Commission  Report  and  Recent  Events  at  the  India  Narmada  River 
Sardar  Sarovar  Dam. — In  the  summer  of  1992  two  independent  reports  were  re- 
leased that  documented  the  disastrous  economic,  environmental  and  social  con- 
sequences of  World  Bank  mismanagement  of  its  lending  portfolio.  How  the  Bank  is 
responded  to,  and  is  responding  to  these  findings  is  an  acid  test  of  its  trust- 
worthiness both  as  a  development  and  a  financial  institution.  The  first  report  was 
published  by  the  so-called  Independent  Commission  on  the  [India]  Sardar  Sarovar 
Projects,  headed  by  Bradford  Morse,  former  U.S.  Congressman,  U.N.  Under  Sec- 
retary General  and  head  of  the  United  Nations  Development  Program.  The  comnais- 
sion  was  set  up  by  former  World  Bank  President  Barbar  Conaole  in  the  waning 
days  of  his  tenure  because  of  growing  international  protest  over  continued  Bank 
funding  of  the  Sardar  Sarovar  dam  on  the  Narmada  River  in  India. 

"The  first  outside,  independent  assessment  of  a  World  Bank  project  documented 
a  nearly  decade  long  pattern  of  bureaucratic  malfeasance,  willful  withholding  of  in- 
formation from  the  Bank's  management  and  Board  of  Directors,  and  sheer  incom- 
petence. The  not  only  confirmed  virtually  all  of  the  criticisms  of  NGO's  in  India  and 


1  World  Bank,  Energy  Efficiency  and  Conservation  in  the  Developing  World  (Washington  D.C.: 
World  Bank,  January,  1993),  12. 
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abroad,  it  revealed  a  pattern  of  gross  negligence  and  delinquency  on  the  part  of  the 
World  Bank  and  Indian  government  much  worse  than  anyone  imagined. 

"There  appears  to  have  been  an  institutional  numbness,"  the  report  noted,  "at  the 
Bank  and  m  India  to  environmental  matters,"  "a  history  of  omissions,  unmet  dead- 
lines, and  ex  post  facto  revisions"  that  the  Commission  concluded  amounts  to  "gross 
delinquency."  2 

The  Morse  Commission  also  charged  that  the  abuses  in  Sardar  Sarovar  were  not 
an  isolated  exception,  particularly  with  respect  to  mistreatment  of  hundreds  of  thou- 
sands of  forcibly  resettled  rural  poor:  "The  problems  besetting  the  Sardar  Sarovar 
Projects  are  more  the  rule  than  the  exception  to  resettlement  operations  supported 
by  the  Bank  in  India." 3 

Why  did  this  happen  and  why  was  it  continuing?  The  Morse  Conmiission  states 
that  its  comprehensive  review  of  Bank  files  and  numerous  discussions  with  Indian 
government  officials  all  point  to  the  same  conclusion:  "the  Bank  is  more  concerned 
to  accommodate  the  pressures  emanating  from  its  borrowers  than  to  guarantee  im- 
plementation of  its  px)licies."  4 

The  Bank's  response  has  been  to  ignore  and  defy  the  Morse  Commission's  rec- 
ommendations, and  even  go  so  far  as  to  openly  misrepresent  them  to  the  Bank's  Ex- 
ecutive Directors — apparently  on  the  assuniption  that  they  were  too  busy  or  not  in- 
telligent enough  to  read  it  themselves.  Morse  felt  compelled  to  write  President 
Lewis  Preston  on  October  13,  1992,  with  copies  to  the  Bank's  Executive  Directors, 
charging  that  Preston  had  sent  a  document  to  the  Board  on  management's  proposed 
"Next  Steps"  that  "ignores  or  misrepresents  the  main  findings  of  our  review. 

Subsequently  charges  were  maae  that  Bank  management  and  staff  have  per- 
petrated a  "coverup,  that  the  Bank's  management  and  staff  is  "not  trustworthy," 
and  cannot  be  relied  upon  to  tell  the  Executive  Directors  the  truth.  Others  have 
charged  that  the  Bank  nas  shown  "a  profound  lack  of  accountability  to  [its]  share- 
holders," and  denounced  its  "suppression  of  information"  to  officials  of  member  coun- 
tries concerning  controversial  projects.  Who  made  these  charges?  I  am  quoting  from 
minutes  of  the  oral  statements  of  the  Executive  Directors  of  the  World  Bank  at  a 
meeting  held  October  23,  1992.  At  this  meeting,  the  representatives  of  the  United 
States,  Germany,  Japan,  Canada,  Australia,  and  the  Nordic  countries — some  42  per- 
cent of  the  voting  shares  of  the  Bank — requested  Bank  management  to  halt  its  dis- 
bursements on  $450  million  of  IDA  credits  and  IBRD  loans  for  the  Sardar  Sarovar 
dam  in  India.  The  then  U.S.  Executive  Director  E.  Patrick  Coady  warned  at  this 
meeting  that  if  the  Bank  continued  to  finance  Sardar  Sarovar  "it  will  signal  that 
no  matter  how  egregious  the  situation,  no  matter  how  flawed  the  project,  no  matter 
how  many  policies  nave  been  violated,  an  no  matter  how  clear  the  remedies  pre- 
scribed, the  Bank  will  go  forward  on  its  own  terms." 

Well,  the  Bank  went  ahead  on  its  own  terms  aid  continued  to  support  this  disas- 
trous scheme  until  last  March.  As  a  face  saving  device,  the  Indian  government  an- 
nounced it  would  not  be  reouesting  any  more  disbursements  from  the  Bank. 

It  is  important  to  note  tnat  although  disbursements  have  halted,  the  Bank  still 
has  a  responsibility  to  monitor  the  environmental  and  resettlement  provisions  of  its 
loan  agreement  with  the  Indian  government  until  the  loan  is  paid  back.  I  would  like 
to  attach  for  the  record  an  internal  memo  from  the  Bank's  general  counsel  that 
makes  precisely  this  point. 

Mr.  Chairman,  just  last  week  the  Indian  authorities  started  to  close  the  sluices 
of  the  Sardar  Sarovar  dam,  violating  the  Indian  Government's  still  binding  commit- 
ment in  its  loan  and  credit  agreements  with  the  World  Bank  concerning  resettle- 
ment, as  well  as  more  recent  promises  to  the  Bank  and  to  aid  donors  that  the 
sluices  would  not  close  before  June,  1994.  If  construction  continues  as  planned, 
10,000  people  face  imminent  submergence  in  the  next  monsoon,  which  will  oegin  in 
June. 

We  request  the  Subcommittee  to  write  the  World  Bank  and  the  Indian  govern- 
ment asking  that  the  legal  commitments  and  promises  concerning  resettlement 
cease  being  violated  and  that  the  premature  closing  of  the  sluices  halt. 

D.  Wapenhans  Report.— Sardar  Sarovar,  aid  the  disasters  in  the  Bank's  India 
lending  iii  general,  are  just  the  tip  of  the  iceberg.  In  fact,  there  are  alarming  signs 
that  pressure  to  move  money  and  meet  lending  targets  at  the  Bank  is  so  great  that 
the  institution  is  violating  its  own  policies  with  increasing  frequency.  Not  just  the 
environmental  record  is  a  disaster,  but  other  areas  that  receive  less  public  attention, 
such  as  financial  monitoring  and  enforcement  of  the  conditions  in  World  Bank  loan 
agreements.  In  the  summer  of  1992  a  review  of  the  Bank's  $140  billion  loan  port- 


2  Morse  Commission  Report,  226,  233-234. 

3  Ibid..  53. 
*Ibid..  36. 
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folio  (led  by  Willi  Wapenhans,  now  retired  World  Bank  vice  president  and  special 
advisor  to  the  President)  showed  that  according  to  the  Bank's  own  criteria,  37.5  per- 
cent of  recently  evaluated  projects  are  failures,  up  from  15  percent  in  1981.  The 
most  alarming  aspect  is  economic:  according  to  the  Wapenhans  report,  nearly  four- 
fiilhs  of  the  financial  conditions  in  World  Bank  loans — 78  percent — are  not  complied 
with.  The  Bank's  economic  appraisal  process  is  viewed  by  many  staff,  according  to 
the  same  report,  as  a  "marketing  device  for  securing  loan  approval,"  and  confiden- 
tial internal  surveys  of  Bank  professionals  show  that  "only  17  percent  of  staff  inter- 
viewed felt  that  analytical  work  done  during  project  preparation  was  compatible 
with  the  achievement  of  project  quality."  The  report  cites  a  "pervasive"  "culture  of 
approval"  for  loans.  In  the  face  of  this  pressure  to  lend,  other  Bank  policies,  particu- 
larly those  concerning  environmental  quality  aid  rehabilitation  of  forcibly  displaced 
populations,  are  reduced  to  a  cynical  travesty. 

E.  The  Bank's  Response  to  Wapenhans:  Not  Credible. — 1.  First  Response:  Manage- 
ment Concludes  That  Under  Current  Conditions  the  Bank's  environmental  and  So- 
cial Policies  are  too  Complex  and  Complicated  to  Carry  Out,  So  It  Weakens  and 
Eviscerates  the  Policies. 

The  Bank's  first  response  to  the  Wapenhans  report  occurred  in  January,  1993,  6 
months  after  the  report  was  released.  It  has  been  relatively  little  noted,  but  the  im- 
plications are  shocking:  rather  than  strengthening  its  existing  development  policies 
and  making  their  implementation  a  priority  to  ensure  project  quality  (the  policies, 
are  known  as  "Operational  Directives"  or  ODs),  Bank  management  concluded  that 
they  are  too  complicated  and  difficult  to  carry  out.  The  Bank's  Vice  President  for 
Human  Resources  announced  to  stafT  that  the  Bank  will  reissue  all  of  the  major 
ODs — for  example  on  forced  resettlement,  environmental  assessment,  protection  of 
tribal  peoples,  protection  of  wildlands — as  new,  simplified  less  specific  "Operational 
Policies,"  limited  to  a  page  or  two  in  length.  The  new  Operational  Policies  will  not 
even  specify  at  what  stage  in  project  preparation  required  measures  are  to  be  taken. 
The  more  specific,  detailed  criteria  that  are  currently  found  in  many  ODs  are  to  be 
relegated  a  nonbinding,  nonmandatory,  "advisory"  background  documents  called 
"Best  Practice." 

Several  Executive  Directors  of  the  Bank  were  troubled  by  the  implications  of  the 
initial,  January  proposal,  and  as  a  result  in  March,  1993  Bank  management  was 
pressured  to  retreat  a  bit,  but  not  entirely:  the  short,  vague  Operational  Policies 
would  also  be  accompanied  by  associated  Bank  Procedures  for  each  policy,  that 
"spell  out  required  documentation  and  the  common  set  of  procedures  that  need  to 
be  observed  to  ensure  consistency  and  quality  across  [the  Bank's]  regions."'  But 
these  Bank  Procedures  "are  to  be  as  brief  as  possible,  almost  a  checklist."  Most  de- 
tailed procedures — and  probably  significant  parts  of  what  are  now  mandatory  in  the 
ODS— would  still  be  relegated  to  "Best  Practice." 

Bank  professionals  who  have  worked  in  some  cases  for  years  to  formulate  and 
push  through  the  Bank's  ODs  on  social  and  environmental  issues  view  the  relega- 
tion of  what  were  formerly  mandatory  concerns  to  the  bureaucratic  trash  heap  of 
"Best  Practice"  as  a  giant  step  backward  in  making  Bank  staff  accountable  and  re- 
sponsible for  the  developmental  impact  of  their  actions. 

The  practical,  operational  irrelevance  of  the  procedures  to  be  contained  in  "Best 
Practice"  is  well  illustrated  in  the  terms  of  reference  for  the  new  Independent  In- 
spection Panel  (see  below)  that  will  investigate  complaints  by  afiected  parties  in  bor- 
rowing countries  concerning  allegations  that  the  Bank  is  not  implementing  its  poli- 
cies. No  complaints  can  be  raised  for  the  Bank's  ignoring  or  violating  "Best  Prac- 
tice." 

Senior  Bank  management  have  declared  that  a  key  thrust  of  Bank  efforts  to  pro- 
mote sustainable  development  in  Bank  operations  will  involve  expanding  and  propa- 
gating among  Bank  staff  information  and  documentation  on  "Best  Practice." 

2.  Second  Response:  "Next  Steps."  It  took  Bank  management  nearly  a  year  to  for- 
mulate a  more  comprehensive  plan  of  action  that  purported  to  address  the  problems 
described  by  Wapenhans.  The  proposed  actions,  presented  to  the  executive  directors 
in  a  document  in  spring,  1993  in  a  document  entitled  "Next  Steps,"  were  initially 
so  inadequate  that  they  sent  "Next  Steps"  back  for  major  revisions.  The  U.S.  execu- 
tive director  complained  at  a  Board  meeting  in  early  May,  1993  that  "the  expected 
actions  are  not  concrete  enough  to  be  monitorable."  "Those  hostile  to  the  Bank,"  he 


» Jan  Wijnand,  Senior  Manager,  World  Bank  Office  Memorandum  to  StafT  Recipients  of  the 
Operations  Manual,  March  12,  1993. 
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warned,  would  seize  on  "Next  Steps"  "as  not  a  serious  response  to  critical  issues  of 
prmect  implementation."^ 

Tjie  revised  version  of  Next  Steps  was  approved  by  the  Board  in  July,  1993,  and 
is  little  improved.  The  heart  of  the  plan  is  a  purported  new  focus  on  "country  port- 
folio management,"  with  "portfolio  restructuring"  and  a  newly  declared  willingness 
to  refrain  from  new  lending  comnrutments  for  sectors  or  even  whole  countries  where 
performance  is  poor. 

There  is  little  that  appears  to  be  concretely  monitorable,  aid  the  declared  means 
to  accomplish  this,  however,  are  not  reassuring:  simplifying  existing  Operational  Di- 
rectives accompanied  by  advisory  "Best  Practice"  documentation  is  a  cornerstone  of 
the  new  approach.  Projects  are  to  have  "implementation  plans,"  but  on  the  other 
hand  the  report  states  that  projects  have  become  "too  complex"  (i.e.  too  many  envi- 
ronmental, economic  and  social  measures),  so  their  design,  and  demands,  should  be 
"simplified,"  i.e.  keep  lending  but  require  less,  not  more  of  borrowing  governments. 
This  appears  to  be  a  surrender  to  continued  poor  project  quality,  rather  than  a  cred- 
ible approach  to  improve  it.  An  annual  report  on  portfolio  performance  will  be  pre- 
pared, simply  adding  to  the  already  overwhelming  volume  of  paper  the  Bank  pro- 
duces on  its  operations.  These  reports,  when  they  nave  been  more  honest  and  criti- 
cal— like  those  of  the  Operations  Evaluation  Department  (looking  at  completed 
projects),  or  the  "Annual  Review  of  Supervision  and  Implementation"  (examining  on- 
going projects) — have  been  ignored  for  over  a  decade.  Other  more  recent  reporting 
exercises,  like  the  Annual  Environment  Report,  are  vapid  public  relations 
whitewashes,  useless  both  to  staff  within  the  Bank  and  knowledgeable  parties  out- 
side. 

The  hoUowness  of  "Next  Steps"  is  exemplified  in  its  lead  recommendation  for  im- 
proving the  effectiveness  of  the  Operations  Evaluation  Department:  the  name  of  the 
report  that  Bank  staff  prepares  on  the  performance  of  a  project  at  its  closing  is  to 
be  changed  from  "Project  Completion  Report"  to  "Project  Implementation  Report.""' 
Recommended  changes  in  the  content  of  this  report  appear  to  be  more  semantic 
than  substantive.  In  any  case,  changing  the  name  and  content  of  Project  Completion 
Reports — which  are  what  OED  reviews  and  criticizes — has  no  serious  relation  or 
connection  to  the  central  issue  of  OED's  effectiveness,  namely  that  in  operations 
Bank  management  has  systematically  ignored  OED's  criticisms  and  conclusions  for 
years. 

Last  spring  coalition  of  U.S.  church,  environmental  and  development  groups  wrote 
the  Bank  expressing  concern  that  "Next  Steps"  also  contains  no  suggestions  or  plans 
to  concretely  improve  the  quality  of  Bank  lending  in  terms  of  sustainable  develop- 
ment, such  as  indicators  related  to  poverty  reduction  and  environmental  improve- 
ment. As  part  of  the  follow-up  to  the  Wapenhans  Report  the  Bank  is  preparing  more 
studies  of  indicators  to  measure  project  performance  in  areas  such  as  poverty  reduc- 
tion. Given  the  manifest  lack  of  political  will  and  real  commitment  in  the  institution 
to  make  the  most  basic  efforts  in  new  lending  over  the  past  year  to  carry  out  long- 
standing existing  environmental  and  social  policies  (such  as  in  the  energy  and  reset- 
tlement areas),  it  difficult  to  see  what  efTcct  these  studies  will  have  except  to  bury 
exasperated  Task  Mangers  in  an  ever  growing  mountain  of  paper  which  they  have 
no  obligation  to  follow. 

F.  More  Public  Relations. — If  the  Bank's  senior  management  had  devoted  more 
time  to  focussing  on  the  need  to  improve  project  quality,  "Next  Steps"  might  have 
been  less  of  an  embarrassment.  But  a  major  priority  for  the  use  oi  their  time  ap- 
pears to  be  a  new,  ambitious  world-wide  public  relations  campaign.  In  a  meeting 
in  late  February,  1993  with  the  Bank's  President,  they  were  told  (in  the  words  oi 
an  internal  memo  summarizing  the  meeting)  "that  the  Bank  needs  to  adopt  a 
proactive  approach  to  external  communications,  rather  than  trying  to  defend  itself 
ex  post  agamst  criticism  from  well-organized  environmental  and  human  right  orga- 
nizations. "All  VPs  agreed  that  the  Bank  should  develop  a  donor-outreach  program 
and  a  conscious  strategy  to  counteract  the  negative  image  generated  by  NGO's  and 
other  critics."  The  Vice  Presidents  made  "numerous  sugg:estions,"  including  "assign- 
ing individual  Senior  Managers  as  spokes  people  to  specific  donor  countries,"  creat- 
ing a  "speech  bank,"  and  "using  modern  communications  techniques,  such  as  mass 
media  advertising." 


•Statement  by  E.  Patrick  Coady,  U.S.  Executive  Director,  to  an  Executive  Board  Seminar, 
May  4,  1993  (U.S.  Treasury  Department,  typewritten  document,  4  pages). 

»OED,  which  reports  directly  to  the  Bank's  Executive  Board  of  Directors,  normally  reviews 
about  40  percent  of  completed  projects,  starting  with  the  Project  Completion  Report.  Its  inde- 
pendent evaluation  of  the  project,  and  the  PCR,  is  set  out  in  a  "Project  Performance  Audit  Re- 
port" 
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The  thrust  of  the  entire  discussion  is  on  enlisting  the  highest  levels  of  Bank  man- 
agement in  efforts  to  change  public  perception  of  the  Bank's  "image" — and  no  dis- 
cussion that  there  may  be  some  connection  between  its  tarnished  image  and  the  pro- 
found, systematic  mismanagement  of  the  institution  documented  in  the  Morse  CTom- 
mission  and  Wapenhans  reports.  The  Bank  has  also  hired  at  considerable  expense 
a  high  priced  public  relations  consultant,  the  former  Vice  President  of  Mobil,  Herb 
Schmertz,  to  advise  it  on  its  heightened  PR  campaign;  it  is  hard  to  see  what  relation 
such  expenditures  have  with  the  Bank's  self-proclaimed  mission  of  poverty  allevi- 
ation. With  your  permission,  Mr.  Chairman,  I  would  like  to  submit  the  memoran- 
dum describing  this  meeting  of  Bank  Vice  Presidents  for  the  record. 

G.  The  New  Information  Policy  and  the  Independent  Inspection  Panel. — In  re- 
sponse to  growing  international  concern  with  its  lack  of  transparency  and  account- 
anility,  not  the  least  of  which  has  come  from  the  U.S.  Congress  the  Bank  has  insti- 
tuted new  information  policy  and  an  Independent  Inspection  Panel,  remotely  in- 
spired by  the  example  oi  the  Morse  Commission,  that  will  investigate  complaints  of 
violations  of  Bank  policies  and  procedures  that  materially  affect  parties  and  groups 
(not  individuals)  in  borrowing  countries.  These  initiatives  are  just  being  put  into 
place  (the  new  information  policy  at  the  beginning  of  the  year,  and  the  Inspection 
Panel  has  not  yet  been  formed  *  *  *  ),  so  we  cannot  not  yet  say  very  much  about 
how  they  are  working  in  practice.  There  are,  however,  very  serious  flaws  in  the  way 
they  have  been  conceived  that  raise  serious  doubts  about  their  potential  effective- 
ness. 

The  most  disturbing  aspect  about  the  new  information  policy  is  that  alternative 
proposals  of  relatively  senior  Bank  staff — by  the  head  of  the  Environment  Depart- 
ment and  the  head  oi  the  External  Affairs  Department — to  release  much  more  infor- 
mation than  the  current  policy  were  rejected.  Instead,  under  the  "new"  information 
golicy,  before  Board  approval,  all  project  information  is  still  secret.  Information  on 
ank  activities  and  projects  is  mostly  of  practical  use  during  the  critical  stages  of 
project  identification,  preparation  and  appraisal,  leading  up  to  submission  of  the 
project  to  the  Board  of  Directors  for  approval.  Thus,  key  documents  such  as  feasibil- 
ity studies,  consultants's  reports  on  environmental  and  social  risks  and  issues,  engi- 
neering studies,  economic  studies  etc.  all  remain  secret.  The  only  change  is  the  prep- 
aration of  a  short  'Project  Information  Document"  (two  or  three  pages)  which  is  lit- 
tle better  than  a  glorified  press  release.  Project  Appraisal  Reports  (the  main  docu- 
ment summarizing  and  describing  the  project)  are  to  be  made  publicly  available 
after  loan  approval — but  already  for  years  tney  circulated  widely  in  donor  countries, 
and  in  many  donor  country  governments  have  made  them  available  for  years  to  de- 
velopment consulting  and  engineering  firms  that  bid  on  World  Bank  procurement 
contracts. 

Environmental  assessments  and  National  Environmental  Assessment  Plans  are  to 
be  made  generally  available  to  the  public  after  borrowing  governments  make  them 
available  in  their  own  countries.  A  key  issue  is  the  extent  to  which  the  Bank  will 
require  that  governments  receiving  Bank  financing  make  draft  assessments  and  ac- 
tion plans  are  made  publicly  available  for  discussion  and  input.  So  far  there  is  dis- 
turbing evidence  that  many  borrowing  governments  only  make  the  environmental 
action  plans  and  assessments  available  after  they  are  finalized  and  are  a  fait 
accompli,  undermining  much  of  the  purpose  and  utility  of  environmental  planning, 
which  to  be  effective  depends  on  wide  public  review  of  draft  documents  and  assess- 
ments. 

On  the  positive  side,  country  economic  and  sector  documents  will  be  made  publicly 
available,  after  they  are  finalized.  Some  of  these  documents,  such  as  Countiy  Eco- 
nomic Memoranda,  are  of  considerable  importance  for  understanding  the  Bank's 
middle-term  development  and  lending  strategies  for  a  given  nation. 

Finally,  the  single  most  important  advance  in  the  new  policy  is  that  not  only  is 
there  a  "presumption  of  disclosure"  (which  was  the  case  before — except  that  the 
Bank  specifically  prohibited  releasing  most  documents!),  but  that  if  NGOs  ask  Bank 
staff  for  additional  information  and  documentation  on  a  project  in  preparation, 
"upon  request  *  ♦  *  the  Country  Department  Director  responsible  will,  after  con- 
sultation with  the  Government  to  identify  any  sections  that  involve  confidential  ma- 
terial or  compromise  Government/Bank  interactions,  release  factual  documents,  or 
portions  thereof,  that  provide  inputs  in  the  project  preparation." 

The  Independent  Inspection  Panel  will  consist  of  three  members  who  will  hear 
complaints  from  parties  or  groups  (not  individuals)  in  borrowing  countries  who  have 
been,  or  threaten  to  be,  materially  arfectcd  by  the  Bank's  failure  to  carry  out  its 
op)erational  policies  and  procedures  ("including  situations  where  the  Bank  is  alleged 
to  have  failed  in  its  follow-up  on  the  borrower's  obligations  under  loan  agreements 
respect  to  such  policies  and  procedures")  in  the  design,  preparation  or  implementa- 
tion of  a  project.  They  prepare  a  report,  and  issue  recommendations  to  Bank  man- 
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agement,  which  then  decides  on  a  course  of  action.  The  panel's  report  and  manage- 
ment response  is  sent  to  the  President  of  the  Bank  and  the  Executive  Board.  Al- 
though the  Board  presumably  (as  in  the  Sardar  Sarovar  precedent)  would  have  the 
option  of  revisiting  management's  response  if  a  majority  tnoueht  it  was  inadequate, 
management  has  never  been  formally  overruled  by  the  Board  in  the  entire  history 
of  the  World  Bank.  In  reality  the  management  response  would  be  a  fait  accompli. 

The  panel  as  presently  constituted  sufiers  from  critical  weaknesses:  A  majority  of 
Board  members  can  overrule  the  recommendation  of  the  panel  to  initiate  an  inves- 
tigation of  a  claim,  the  panel's  report  and  management's  response  are  kept  secret 
until  after  the  final  decision  on  what  action  to  take  is  a  fait  accompli,  and  tne  budg- 
et is  limited. 

Even  more  disturbing,  the  purview  of  what  constitutes  a  valid  claim  is  limited: 
even  the  most  flagrant  violations  of  "Best  Practice"  and  Bank  guidelines  are  explic- 
itly excluded  from  consideration.  Bank  Vice  management  has  publicly  declarea  on 
several  occasions  that  the  very  heart  of  the  Banks  "sustainable  development  strat- 
egy" is  the  elaboration  aid  dissemination  to  Bank  staff  of  more  information  and  doc- 
umentation on  "Best  Practice."  What  possible  real  incentive  can  they  have  to  incor- 
porate "Best  Practice"  into  operations  when  the  highest  levels  of  Bank  management 
and  Executive  Board  are  sending  the  strongest  signals  that  neither  the  Bank  nor 
any  staff  will  be  held  the  least  bit  accountable  for  ignoring  it? 

H.  What  About  the  Poor?. — The  World  Bank's  principal  argument  against  calls  for 
reducing  its  funding  is  that  individuals  and  organizations  that  espouse  such  a  posi- 
tion are  knowingly  or  unknowingly  enemies  of  the  poor.  Bank  management  has  ar- 
gued that  those  who  suggest  diverting  funds  the  Bank,  particularly  IDA,  into  envi- 
ronmentally, socially,  and  economically  more  sustainable  alternatives  are  making 
the  Bank  "a  whipping  boy  for  what  they  perceive  as  poor  project  policy  at  the  World 
Bank"  aid  this  "threatens  to  transfer  the  burden  to  the  world's  poorest  people,  who 
are  desperate  for  programs  and  projects  to  improve  their  lives."  We  believe  that  the 
money  for  IDA  and  IBRD  appropriations  can  be  used  to  really  help  the  poor  in  much 
more  cost-effective  and  accountable  ways  through  bilateral  channels — USAID,  and 
organizations  like  the  Inter-American  Foundation,  African  Development  Foundation, 
and  Appropriate  Technology  International.  Already  in  the  1970*3  USAID  moved 
away  from  the  World  Bank  model  of  large  grants  and  loans  to  government  agencies 
for  gigantic  infrastructure  schemes  in  the  poorest  countries,  particularly  in  sub-Sa- 
haran  Africa,  to  smaller,  more  flexible  funding  of  private  voluntary  organizations, 
that  have  demonstrated  their  capacity  to  directly  help  poor  communities  in  many 
of  these  countries.  Huge  foreign  aid  flows  to  client  bureaucracies  in  governments  in 
some  parts  of  the  developing  world  have  frankly  compounded  problems  and  inequal- 
ity in  many  cases. 

There  is  another  model  of  development  assistance  that  the  U.S.  supports  through 
its  appropriations  for  foreign  assistance  that  the  two  national  environmental  organi- 
zations I  represent  today  endorse  wholeheartedly.  It  is  an  approach  that  provides 
technical  assistance  and  transfers  small  grants  and  loans  (typically  less  than 
$500,(X)0)  to  local  communities  small  businesses,  farmers  and  entrepreneurs,  non- 
governmental groups  and  cooperatives  in  the  developing  world.  It  is  an  approach 
that  has  demonstrated  its  capacity  for  promoting  economic  development  tnat  is 
much  more  likely  to  be  environmentally  sustainable  and  culturally  appropriate.  Last 
year  the  combined  annual  budgets  of  Appropriate  Technology  International  (ATI), 
the  Inter-American  Foundation  (lAF),  and  the  African  Development  Foundation 
(ADF),  were  less  than  $65  million — considerably  less  than  one  medium  size  World 
Bank  loan.  Funding  for  these  organizations  should  be  greatly  increased,  and  above 
all  their  model  should  be  studicaand  replicated  on  a  much  larger  scale.  We  believe 
this  should  be  the  model  for  U.S.  foreign  assistance  in  the  1090's. 

Our  organizations  strongly  support  increased  assistance  for  poor  communities  in 
the  poorer  nations  of  the  world — out  assistance  that  is  locally  responsive  and  envi- 
ronmentally responsible,  and,  above  all,  and  that  has  a  better  chance  of  working. 
We  would  hope  continuing  debate  over  the  future  of  U.S.  foreign  assistance  will  em- 
phasize more  the  need  to  increase  this  kind  of  aid  to  communities,  small  businesses 
and  farmers  along  the  models  of  the  I.A.F.  and  the  African  Development  Founda- 
tion, and  some  of  the  innovative  programs  that  AID  is  now  carrying  out.  One  such 
program  is  the  United  States-Asia  Environmental  Partnership,  a  program  that  in- 
volves U.S.  and  Asian  community  groups,  businesses  and  governments  in  a  program 
of  technology  cooperation,  biodiversity  conservation,  environmental  improvements  in 
infrastructure,  and  fellowships  and  training. 

A  second  point  that  needs  to  be  made  about  the  poor  and  the  World  Bank,  aid 
IDA,  is  that  most  World  Bank  and  IDA  disbursements  flow  right  back  again  out  of 
borrower  countries  in  the  form  of  procurement  contracts,  and  the  lion  s  share  of 
these  contracts  go  to  the  richest  industrialized  nations.  Net  disbursements  (i.e.  bal- 
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ancing  out  gross  disbursements  with  repayments  back  to  the  Bank  of  previous  cred- 
its) of  the  IBRD  and  IDA  to  borrowing  countries  in  the  Bank's  Fiscal  Year  1993 
were  $7,005  billion.  But  the  Bank's  borrowers  in  the  same  1993  Fiscal  Year  paid 
out  to  the  24  rich  OECD  countries  $6,835  billion  in  procurement  contracts  on  exist- 
ing Bank  projects,  leaving  the  Bank's  borrowers  with  exactly  $170  million  in  net 
positive  flows  in  their  business  with  the  Bank  for  that  year.  In  1992,  the  industri- 
alized, OECD  countries  received  $195  million  more  back  from  procurement  contracts 
in  Bank  business  than  the  Bank's  borrowers  received  in  net  disbursements  for  the 
same. 

In  1993  developing  country  World  Bank  borrowers  paid  for  goods  and  services  as- 
sociated with  Bank  projects  nearly  $.75  billion  to  France,  $727  million  to  Britain, 
$846  million  to  Japan,  and  $489  million  to  Switzerland  and  its  six  million  inhab- 
itants. In  fact,  IDA  disbursed  more  money  back  to  Britain  last  year  than  it  commit- 
ted in  future  loans  to  Bangladesh  ($290  million  versus  $171  million),  and  more 
money  flowed  on  IDA  contracts  to  Switzerland  ($125  million) — than  li)A  made  in 
loan  commitments  to  the  Philippines  ($70  million),  Sri  Lanka  ($110.1  million),  and 
numerous  sub-Saharan  African  countries  with  significantly  larger  populations  than 
Switzerland:  Senegal  ($40  million),  Mali  ($12  million),  Mauritania  ($26.7  million), 
Guinea  ($85.5  million),  Madagascar  ($32.7  million).  Sierra  Leone  ($81.3  million)— 
the  list  goes  on  and  on.  As  far  as  the  U.S.  share  of  World  Bank  procurement  is  con- 
cerned, there  are  cheaper,  more  efficient,  environmentally  sustainable  ways  to  sub- 
sidize U.S.  business  than  through  the  World  Bank,  ones  targeted  toward  small, 
high-technology  businesses  that  create  the  most  jobs. 

A  final  argument  is  sometimes  made  that  the  community-oriented  assistance  pro- 
grams we  propose  as  alternatives  are  fine,  but  because  they  do  not  transfer  the 
large  amounts  of  money  to  governments  in  sub-Saharan  Africa  or  South  Asia  that 
IDA  does  (even  if  more  than  half  flows  right  out  again  for  procurement),  they  do 
not  address  urgent  macroeconomic  problems  confronting  many  of  these  nations, 
namely  chronic  balance  of  payments  and  trade  deficits,  declining  terms  of  trade  and 
external  outflow  of  financial  resources.  But  the  main  external  financial  burden  fac- 
ing many  of  these  countries  is  their  debt.  The  foreign  debt  of  sub-Saharan  Africa 
is  approximately  $150  billion — about  equal  to  the  entire  region's  annual  GNP.  This 
debt  is  eating  up  more  than  ten  percent  of  the  export  earnings  of  eight  sub-Saharan 
countries,  and  more  than  a  third  of  the  earnings  of  Zambia  and  Uganda.s  Unlike 
Latin  America,  a  much  higher  proportion  of  the  African  debt  is  owea  not  to  private 
banks,  but  to  governments  of  the  industrialized  countries,  and  36  percent  is  owed 
to  multilateral  agencies  like  the  World  Bank.  In  fact,  Uganda  owes  62  percent  of 
its  debt  solely  to  the  World  Bank. 

Annual  IDA  net  disbursements  to  the  region  are  relatively  insubstantial  compared 
to  the  long  term  financial  relief  that  debt  relief  could  provide.  We  strongly  believe 
that  the  U.S.  government  should  endorse  the  so-called  "Trinidad  Terms"  for  debt  re- 
lief, so-called  because  they  were  agreed  on  by  the  Commonwealth  Finance  Ministers 
at  a  meeting  in  Trinidad  in  September,  1990.  The  Trinidad  terms  envisage  canceling 
two-thirds  of  the  existing  debt,  and  rescheduling  what  remains  over  25  years,  with 
a  5  year  grace  period.  If  we  are  serious  about  ending  trickle  down  economics  not 
just  in  the  U.S.,  but  for  the  world's  poor,  we  should  start  by  endorsing  them.  The 
previous  administration  rejected  the  Trinidad  terms;  but  surely  this  administration 
should  be  able  to  accept  a  debt  relief  proposal  that  was  endorsed  by  both  conserv- 
ative and  liberal  governments  in  Europe,  a  proposal  indeed  championed  by  John 
Major. 

In  fact,  the  World  Bank  could  finance  substantial  debt  relief  for  Africa  without 
additional  appropriations  or  touching  the  callable  capital  of  its  hard  loan  window, 
the  IBRD.  The  Bank  has  some  $18.5  billion  in  liquid  reserves  which  it  maintains 
in  a  semi-permanent  investment  fund,  placed  in  government  and  high  grade  cor- 
porate bonds.  The  interest  alone  that  the  Bank  earned  on  this  portfolio  was  about 
$1.13  billion  in  1993.  This  fund  has  existed  for  decades,  and  since  1985  has  not 
sunk  below  $17  billion. 

TTie  major  shareholding  countries  of  the  Bank  could  easily  direct  it  to  allot  several 
billion  dollars  from  this  fund  to  its  poorest  and  most  economically  strapped  borrow- 
ers for  relief  from  the  burden  of  their  World  Bank  debts.  The  Bank  argues  that  it 
needs  a  substantial  bond  portfolio  "to  ensure  flexibility  in  its  [the  IBRD's]  borrowing 
decisions  should  borrowing  be  adversely  affected  by  temporary  conditions  in  the  cap- 
ital markets."9  But  half  or  a  third  of  $18.5  billion  would  be  more  than  sufficient 
these  purposes.  Indeed,  Oxfam  has  endorse  precisely  this  proposal  for  Africa,  having 

sOxfam,  "Africa  Make  or  Break,"  15. 
»World  Bank  1992  Annual  Report,  77. 
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witnessed  flrst  hand  the  social  damage  precipitated  by  Bank-Fund  adjustment  pro- 
grams. i° 

I.  Adjustment,  Poverty  and  the  Environment. — ^Another  area  of  Bank  negligence 
that  concerns  us  is  rooted  in  the  social  and  environmental  consequences  oi  World 
Bank  and  IMF  structural  adjustment  programs.  Adjustment  as  promoted  by  the 
Bank  "  and  IMF  has  resulted  in  government  domestic  austerity  programs  on  the 
part  of  borrowing  countries  and  intensive  efforts  to  increase  export  earnings.  Too 
often  the  way  in  which  the  Bank  and  the  Fund  have  promoted  such  measures  have 
resulted  in  reduced  education,  health,  and  environmental  protection  expenditures, 
and  reductions  in  real  wages  for  working  populations  already  on  the  edge  of  poverty 
(in  Mexico,  often  cited  as  a  model,  real  wages  plummeted  by  50  percent  in  the 
1980's).  Numerous  case  studies  have  linked  to  World  Bank/IMF  adjustment  policies 
an  appalling  drop  in  education  and  public  health  services  for  the  ooorest  populations 
of  the  poorest  countries,  particularly  in  Africa. 12  The  United  Nations  Children's 
Fund  (UNICEF)  and  the  United  Nations  Commission  for  Africa  published  reports 
in  the  late  1980's  that  bitterly  indicted  the  Bank's  approach.is  The  UNICEF  report 
reached  the  conclusion  that  World  Bank  and  IMF  adjustment  programs  bore  a  sub- 
stantial responsibility  for  lowered  health,  nutritional  and  educational  levels  for  tens 
of  millions  of  Third  World  children. i* 

Last  spring,  the  international  aid  and  relief  organization  Oxfam  condemned  World 
Bank  a<^ustment  programs  for  "dramatically  worsen[ing]  the  plight  of  the  poor"  in 
sub-Saharan  Africa.  Oxfam  recounts  that  under  Bank/Fund  adjustment  dictates 
consumer  prices  for  low-income  families  in  Zambia  doubled  in  an  18  month  period, 
and  that  over  the  past  decade  the  number  of  Zambian  children  "suffering  from  mal- 
nutrition has  risen  from  1  in  20  to  1  in  5."  Bank  adjustment  policies  during  the 
1980's,  the  Oxfam  report  continues,  bear  responsibility  for  many  African  countries 
spending  less  in  1990  on  public  health  per  capita  than  they  did  in  the  1970's,  and 
contributed  to  a  drop  in  primary  school  enrollment  in  the  region  from  78  percent 
at  the  beginning  of  the  decade  to  68  percent  at  its  end. is 

The  Bank's  approach  to  the  economic  crisis  of  sub-Saharan  Africa  has  worsened 
it  rather  than  alleviating  matters.  In  Africa,  it  led  to  what  Oxfam  calls  "export-led 
collapse."  The  Bank  encouraged  numerous  countries  around  the  world  to  convert  ag- 
ricultural land  and  tropical  forests  to  increased  production  of  commodities  such  as 
coffee,  cacao  and  cotton — and  prices  for  these  commodities  plummeted,  as  could 
have  been  expected.  In  West  Africa  between  1986  and  1989,  Oxfam  notes,  "cocoa  ex- 

ftorters  increased  their  output  by  a  quarter,  only  to  see  foreign -exchange  receipts 
all  by  a  third  as  prices  collapsed."  In  some  cases  adjustment-promoted  cuts  in  do- 
mestic spending  further  crippled  the  export  capacity  that  adjustment  was  supposed 
to  increase:  in  one  district  in  rural  Tanzania  in  1992  farmers  were  unable  to  market 
most  of  their  cotton  crop  because  of  the  collapse  of  road  maintenance  prompted  by 
adjustment-sponsored  cuts  in  government  expenditures. is 

The  adverse  environmental  effects  of  adjustment  are  considerable. i^  For  example, 
adjustment  in  Mexico  during  the  1980's  resulted  in  the  budgets  of  the  Department 
of  National  Parks  and  the  Bureau  of  Urban  Development  and  Ecology  falling  faster. 


10  Oxfam,  "Africa  Make  or  Break,"  15. 

"In  the  late  1980'8  and  early  1990's  about  a  quarter  of  World  Bank  loans  were  for  adjust- 
ment. 

12  See,  for  example  A.  Peter  Ruderman,  "Economic  Adjustment  and  the  Future  of  Health 
Services  in  the  Third  World,"  Journal  of  Public  Health  Policy.  Winter  1990,  481-89;  Judith  Mar- 
shall, "Structural  Adjustment  and  Social  Policy  in  Mozambique,"  Review  of  African  Political 
Economy  47  (Spring  1990),  2841;  Howard  Stein  and  E.  Wayne  Nafziger,  "Structural  Adjustment, 
Human  Needs,  and  the  World  Bank  Agenda,  The  Journal  of  Modern  African  Studies  29,  no.  1 
(1990),  173-189. 

13  United  Nations  Economic  Commission  for  Africa,  African  Alternative  Framework  for  Socio- 
Economic  Recovery  and  Transformation  (Addis  Ababa:  United  Nations  Economic  Commission  for 
Africa,  1990). 

14  Giovanni  Andrea  Comia,  Richard  Jolly,  and  Frances  Stewart,  Adjustment  with  a  Human 
Face,  Volume  I,  Protecting  the  Vulnerable  and  Promoting  Growth  (Oxford:  Clarendon  Press, 
1987),  34,  287-88. 

16  Oxfam  (U.K.),  "Africa  Make  or  Break:  Action  for  Recovery"  (38  page  printed  report)  (Oxford: 
Oxfam,  1993),  2. 

18  Oxfam  (U.K.),  "Africa  Make  or  Break,"  7-8. 

1' Adjustment  is  in  theory  mixed  in  its  environmental  implications:  one  important  environ- 
mental benefit  could  be  the  reduction  of  government  subsidies  that  encourage  profligate  energy 
and  water  consumption,  as  well  as  over-use  of  agricultural  chemicals.  Overall,  however,  Bank 
and  Fund  adjustment  conditions  seem  to  be  more  vigorous  and  successful  in  reducing  govern- 
ment funding  for  "soft"  social  and  environmental  services,  lowering  real  wages,  and  promoting 
cash  crops  for  export,  than  in  cutting  energy  and  water  subsidies  for  powerful  vested  industrial 
and  agricultural  interests — a  hardly  unexpected  outcome,  given  the  political  bargaining  power 
of  those  affected. 
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according  to  a  World  Wide  Fund  for  Nature  study,  "than  government  spending  in 
general.  i8  Reductions  in  agricultural  extension  services  in  several  countries  pushed 
more  small  farmers  into  unsustainable  practices,  either  depleting  lands  they  owned, 
or  expanding  into  tropical  forests  and  other  marginal  lanos.i^  bicreased  social  dis- 
parities and  poverty  precipitated  by  adjustment  are  an  maior  cause  of  environ- 
mental degradation  in  themselves.  A  recent  case  study  of  World  Bank — IMF  adjust- 
ment policies  in  the  Philippines  prepared  by  Robert  Repetto  and  Wilfredo  Cruz  of 
the  World  Resources  Institute  concluded  that 

real  wages  fell  more  than  20  percent  between  1983  and  1985.  As  vastly  increase 
numbers  of  workers  migratea  to  the  open  access  resources  of  the  uplands  and 
coastal  areas,  deforestation,  soil  erosion,  the  destruction  of  coastal  habitats,  and 
the  depletion  of  fisheries  increased.20 

In  the  Philippine  case  as  in  many  other  countries,  adjustment  did  not  succeed  in 
launching  export-oriented  growth  as  intended.  The  World  Bank  contends  the  failure 
is  a  consequence  of  poor  government  compliance  with  Bank  prescriptions  as  well  as 
the  result  of  a  global  economic  slump.  Repetto  aid  Cruz  conclude  that  if  the  Bank 
adjustment  program  had  achieved  its  goals,  unsustainable  exports  of  natural  re- 
sources and  environmentally  negligent  production  would  have  been  the  consequence; 
in  their  simulation  "both  logging  and  mining  expand  dramatically,  by  7.3  percent 
and  29.4  percent,  respectively.  Energy  use  grows  by  3.0  percent,  and  erosion-prone 
agriculture  by  2.5  percent." 21 

According  to  a  recent  World  Wildlife  Fund  and  World  Resources  Institute  studies, 
from  which  I  excerpted  the  examples  cited  above,  the  Bank  has  done  little  to  take 
into  account  the  environmental  impacts  of  its  adjustment  programs.  To  attempt  to 
alleviate  the  supposedly  short-term,  adverse  social  effects  of  its  adjustment  lending 
on  the  poor,  the  Bank  has  responded  with  still  more  loans  for  "social  impacts  of  ad- 
justment." Their  objective  is  to  soflcn  the  effects  of  increased  food  prices  and  re- 
duced wages  for  particularly  vulnerable  poor  populations.  OXFAM  studied  two  such 
"social  impacts  of  adjustment"  programs  of  the  World  Bank  in  Zambia  and  Ghana, 
and  concluded  that  they  "probably  have  served  more  of  a  political  purpose  in  giving 
adjustment  the  appearance  of  a  human  face,  rather  than  a  genuine  compensatory 
purpose." 22  The  one  certain  impact  of  this  approach  is  to  further  increase  the  im- 
mense debt  burden  of  many  developing  countries — a  principal  cause  of  their  having 
to  submit  to  adjustment  in  the  first  place. 

The  Bank's  claims  that  it  is  helping  the  poor  in  Africa  and  elsewhere  increasingly 
lack  credibility.  Having  witnessed  the  effects  of  the  Bank's  activities  first  hand  in 
the  continent.  Marguerite  Michaels,  a  fellow  of  the  Council  on  Foreign  Relations, 
concluded  in  an  article  in  published  earlier  this  year  in  Foreign  Affairs  that  "the 
root  problem  with  the  bank  has  been  a  powerful  combination  of  arrogance,  igno- 
rance and  absolute,  unchecked  power.  "  Indeed,  for  the  World  Bank  the  whole  con- 
tinent and  its  people  have  been  a  field  of  experimentation  and  manipulation,  a  "re- 
search lab"  in  Micnael's  words,  for  dubious  and  untried  economic  theories  whose  ap- 
plication would  be  politically,  socially  and  morally  unacceptable  in  industrialized  de- 
mocracies.23 

J.  World  Bank:  Conclusion  and  Recommendations. — We  believe  that  the  World 
Bank  is  currently  being  mismanaged:  in  response  to  evidence  of  relentless  decline 
in  project  Quality,  and  increasing  concern  in  the  U.S.  and  elsewhere  with  the  insti- 
tution s  lack  of  transparency  and  accountability,  half-hearted,  largely  cosmetic  re- 
forms are  undertaken  while  the  fundamental  institutional  pathology — pervasive 
firessure  to  lend  that  traduces  most  Bank  policies  and  quality  control — continues 
argely  unabated.  Senior  management  is  increasingly  drawn  into  public  relations 
damage  control,  while  the  environmental,  social  and  economic  quality  of  the  lending 
portfolio  continues  to  fester.  The  Bank's  record  and  continuing  abysmal  performance 
in  areas  that  go  to  the  heart  of  its  mission  as  a  sustainable  development  institu- 
tion— such  as  rehabilitation  of  millions  of  poor  forcibly  resettled  by  its  projects,  and 
energy  efficiency  and  conservation — all  point  to  an  alarming  lack  of  focus  and  pro- 
foundly distorted  priorities  on  the  part  ol  management. 


18  David  Reed  ed.,  Structural  Adjustment  and  the  Environment  (Boulder  Colorado:  Westview 
Press,  1992),  151. 

^Ibid. 

2oWilfi-edo  Cruz  and  Robert  Repetto,  The  Environmental  Effects  of  Stabilization  and  Struc- 
tural Adjustment  Programs:  The  Philippines  Case  (Washington,  D.C.:  World  Resources  Institute, 
September,  1992),  6. 

21/fetd.,  60. 

22  OXFAM  (U.K.),  "Africa  Make  or  Break."  25. 

"Marguerite  Michaels,  "Retreat  From  Africa,"  Foreign  Affairs,  vol.  72,  no.  1,  101,  100. 
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We  would  note  that  on  June  25,  1991,  the  chairman  and  ranking  minority  mem- 
ber of  the  Senate  Appropriations  Subcommittee  on  Foreign  Operations  wrote  the 
Secretary  of  the  Treasury  to  set  down  benchmarks  for  improved  performance  by  the 
World  Bank  in  four  critical  areas:  energy  efficiency,  treatment  of  forcibly  resettled 
populations,  tropical  fBrest  protection,  and  environmental  assessment.  "In  the  event 
that  workable  benchmarks  are  not  met  by  [mid-1993],  we  will  have  a  clear  basis 
to  consider  appropriate  actions,  including  withholding  a  portion  of  IBRD  appropria- 
tions in  FY  1994  or  future  years."  We  believe  that  the  evidence  is  substantial  that 
rhetoric  and  new  policies  notwithstanding,  that  both  new  lending  and  ongoing  im- 
plementation of  the  Bank's  project  portfolio  show  little  real  effective  improvement 
in  these  areas. 

1.  We  would  suggest  that  it  is  time  for  the  Foreign  Relations  Subcommittee  on 
International  Economic  Policy  and  Appropriations  Subconunittee  on  Foreign  Oper- 
ations to  collaborate  in  discussing  possible  cuts  in  IBRD  appropriations  for  FY  1995. 
We  believe  this  will  be  the  most  elTective  spur  to  real  World  Bank  reform  in  the 
four  areas  cited  in  the  June  25,  1991  letter  to  the  Secretary  of  the  Treasury,  as  well 
as  in  needed  improvements  in  transparency,  accountability,  and  focus  on  project 
quality. 

2.  Congress  for  the  first  time  last  year  authorized  the  IDA  replenishment  for  only 
two  instead  of  three  years.  We  believe  that  next  year  IDA  should  not  be  reauthor- 
ized if  the  Bank  does  not  make  substantial  progress  in  carrying  out  the  following 
measures  to  ensure  greater  transparency,  accountability,  and  change  of  internal  pri- 
orities to  emphasize  project  quality  over  the  pressure  to  lend.  We  urge  the  sub- 
committee to  communicate  the  need  for  these  measures  to  the  Treasury  Department 
and  work  with  it  to  monitor  their  implementation: 

a.  The  Bank's  new  information  policy  must  be  expanded  so  that  gives  access 
to  affected  populations  and  the  public  most  Bank  documents  generated  in 
project  preparation  and  appraisal  before  loan  approval.  Other  critical  Bank  doc- 
uments for  evaluating  its  performance — such  as  full  project  evaluation  reports — 
should  also  be  readily  accessible.  The  revised  policy  should  precisely  define  cat- 
egories of  information  which  will  be  considered  confidential.  Information  listed 
as  confidential  should  be  justified  by  compelling  policy  reasons.  All  other  infor- 
mation should  be  made  available  in  its  entirety  to  the  public. 

b.  The  newly  created  inspection  panel  should  have  its  now  limited  authority 
expanded  so  it  can  exercise  real  accountability:  the  panel's  decision  to  initiate 
an  investigation  should  not  be  subject  to  being  overruled  by  the  Executive 
Board,  and  the  panel's  report  and  recommendations  should  be  made  available 
to  the  party  bringing  a  claim  and  to  the  public  before  the  final  decision  of  man- 
agement and/or  the  Executive  Board  on  what  action  to  take.  There  should  be 
a  strong  presumption  that  management  should  follow  the  recommendations  of 
the  panel  unless  it  can  demonstrate  to  the  Executive  Board  extraordinary  and 
compelling  policy  and  institutional  reasons  why  it  should  not.  Finally,  the  ini- 
tiative to  weaken  Bank  Operational  Directives  by  reissuing  them  as  watered 
down  Operational  Policies  must  be  reversed,  since  if  this  proceeds  the  Panel  will 
have  very  little  to  hold  Bank  stafi"  and  management  accountable  for,  whatever 
its  putative  powers. 

c.  There  is  a  critical  need  to  identify  and  carry  out  more  effective  measures 
to  address  the  problems  identified  in  the  Wapehhans  Report — perhaps  through 
the  creation  of  an  independent  panel  not  beholden  to  Bank  management.  The 
thrust  of  these  measures  has  to  be  to  make  project  quality  in  all  areas — finan- 
cial, environmental,  economic  and  social — the  number  one  priority  of  all  Bank 
operations.  To  change  the  "approval  culture"  (to  cite  the  Wapenhans  rejx)rt)  of 
the  Bank,  a  radical  change  is  needed  in  career  incentives  for  staff  so  that  em- 
ployees are  rewarded  for  making  quality  in  projects  the  first  priority,  rather 
than  moving  money. 

In  particular,  the  following  two  measures  would  immediately  contribute  to  en- 
hancing project  quality: 

1.  As  mentioned  in  point  2.b.  directly  above,  the  Bank's  Operational  Directives 
must  be  preserved,  not  watered  down  into  a  system  of  weak,  mandatory  Operational 
Policies  and  a  superfiuous,  nonbinding  paper  pile  of  "Best  Practice." 

2.  The  phenomenon  of  the  "bunching  season,"  when  a  disproportionate  number  of 
World  Bank  loans  are  submitted  for  approval  before  the  Board  m  the  last  few  weeks 
of  the  fiscal  year,  must  be  eliminated.  The  U.S.  Executive  Director  should  be  in- 
structed to  promote  a  management  directive  that  will  require  that  no  more  than  15 
percent  of  the  Bank's  annual  lending  can  be  presented  before  the  Board  for  approval 
in  any  one  month.  We  understand  that,  much  to  its  credit,  the  management  of  the 
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Asian  Development  Bank  has  recently  issued  such  a  directive.  Such  a  directive 
would  also  be  appropriate  for  the  other  regional  development  banks. 

3.  There  is  a  great  need  to  improve  the  procedures  and  modalities  for  the  Bank 
to  truly  address  poverty  alleviation  in  its  operations,  including: 

a.  environmental  and  social  impact  assessments,  inclumng  poverty  impact  as- 
sessments, should  be  required  for  all  structural  and  sector  adjustment  loans. 

b.  Benchmarks  that  enhance  the  focus  of  Bank  lending  on  poverty  reduction 
should  be  implemented — the  Bank  is  currently  conducting*  studies  on  the  issue, 
but  there  is  little  evidence  that  these  studies  will  have  any  more  impact  on  its 
operations  than  most  of  the  other  paper  it  produces. 

c.  The  Bank  should  be  urged  to  devote  some  part  of  its  lending  portfolio  to 

{)ackage  loans  that  would  support  micro-enterprise  development,  that  is,  small 
oans  (limited  to  $6,000  or  $12,000  in  size)  to  the  poor  in  the  informal  sector. 
The  Grameen  Bank  in  Bangladesh  has  often  been  cited  as  a  paradigm  for  the 
kind  of  institution  that  could  be  supported  to  make  such  loans,  and,  alone 
among  the  MDB's,  the  IDB  is  the  only  institution  that  has  made  loans  of  this 
type,  Doth  through  its  small  projects  facility  and  through  four  loans  from  its 
main  lending  ojjerations  over  tne  past  several  years. 

4.  We  urge  the  Congress  to  request  the  Secretaries  of  Treasury  and  State  to  raise 
the  issue  oi  World  Bank  reform  along  the  lines  suggested  above  in  the  G— 7  process 
as  well  as  in  the  forum  of  the  OECD. 

5.  We  suggest  that  Congress  commission  from  the  Office  of  Technology  Assess- 
ment two  studies  to  be  completed  over  the  next  year: 

a.  A  an  analysis  of  bilateral,  multilateral,  private  sector  and  nongovernmental 
alternatives  to  World  Bank  lending  for  assisting  the  poor  promoting  sustainable 
local  development  in  the  poorest  developing  nations;  and 

b.  A  study  of  existing  debt  relief  proposals  and  an  analysis  of  specific  meas- 
ures the  U.S.  can  take  to  assist  the  poorest  developing  nations  in  reducing  their 
debt  burden,  in  particular,  a  thorough  analysis  of  the  feasibility  of  using  a  sig- 
nificant part  of  tne  World  Bank's  $18.5  in  liquid  reserves  to  retire  the  multilat- 
eral debt  of  the  poorest  economies. 

5.  Finally,  the  50th  anniversary  of  the  Bretton  Woods  conference  this  July  is  a 
particularly  important  and  much  needed  occasion  for  a  Congressional  and  adminis- 
tration initiatives  to  review  the  effectiveness  of  existing  multilateral  institutions  in 
promoting  U.S.  foreign  policy  goals  in  a  post-cold  war,  post-Rio  Earth  Summit 
world.  We  would  suggest,  for  example,  a  series  of  oversight  hearings.  We  believe 
that  existing  multilateral  institutions  have  grave  flaws  in  terms  of  accountability, 
transparency,  and  fiexibility.  Haws  that  are  totally  dysfunctional  in  a  world  where 
global  environmental  problems  can  only  in  reality  be  addressed  locally  but  must  be 
coordinated  internationally. 

III.  GLOBAL  ENVIRONMENT  FACILITY 

We  wish  to  reiterate  two  points  the  Vice  President  touched  upon  in  his  speech 
before  "Global  Legislators  for  a  Balanced  Environment"  Tuesday  evening,  namely, 
that,  first  "as  we  move  forward  on  the  GEF  we  must  always  keep  in  sight  the  over- 
all lending  practices  of  the  multilateral  banks."  Second,  "the  recently  completed 
pilot  phase  of  the  GEF  had  a  lot  of  fiaws.  It  was  not  democratic  enough.  It  did  not 
have  a  clear  enough  direction." 

It  is  indeed  true  that  the  proposed  GEF  replenishment  will  at  best  be  good  money 
thrown  after  bad  if  the  World  Bank  and  other  MDB's  do  not  make  much  more 
progress  in  reforming  their  main  lending  operations.  These  operations  are  running 
at  a  rate  of  $45  billion  in  new  loan  commitments  a  year,  supporting  projects  aid 
programs  whose  total  cost  is  probably  well  over  $130  billion. 

What  good,  for  example,  will  another  two  or  three  hundred  million  in  grants  a 
year  do  to  reduce  C02  emissions  while  the  Bank  continues  to  lend  billions  for  huge 
coal  fired  power  plants  in  India  and  China  without  considering  least  cost  alternative 
demand  side  investments  that  could  obviate  the  need  for  many  of  these  plants? 
Donor  countries,  including  the  U.S.,  have  already  given  tens  of  millions  of  dollars 
to  the  ESMAP  (Energy  Sector  Management  Assistance  Program)  program  within 
the  World  Bank,  with  negligible  effects  on  changing  the  priorities  of  Bank  energy 
lending  to  give  greater  emphasis  to  end-use  efficiency  investments.  What  stake  will 
poor  populations  in  the  developing  world  have  in  GEF  projects  if  they  are  conducted 
along  the  same  lines  of  small-minded  secrecy  and  closed,  top-down,  bureaucratic 
planing  that  characterizes  so  much  of  the  Bank's  current  way  of  operating? 

The  Vice  President's  second  point  is  of  critical  importance  to  the  current  replen- 
ishment discussion:  The  official  GEF  evaluation  report — conducted  by  the  imple- 
menting agencies  themselves — was  highly  critical  of  the  GEF  pilot  phase.  In  fact, 
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the  evaluation  report  recommended  that  the  GEF  not  undertake  program  initiatives 
with  new  funds  until  it  has  put  in  place  new  strategies  and  program,  guidelines. 

In  this  regard,  we  wish  to  call  attention  to  legislation  the  CongTiess  has  enacted 
two  years  in  a  row  to  the  effect  that  no  funds  should  be  released  to  the  GEF  until 
the  Secretary  of  the  Treasury  determines  and  reports  to  the  Committee  on  Appro- 
priations that  the  GEF  has  established  clear  procedures  on  full  public  access  to  in- 
formation on  GEF  projects,  and  the  larger  projects  of  implementing  agencies  with 
which  the  projects  may  be  associated;  procedures  to  ensure  full  consultation  and 
participation  of  affected  populations  in  recipient  countries;  that  GEF  governance  is 
reformed  to  ensure  full  oversight  by  participating  nations  of  individual  projects, 
with  full  participation  of  nongovernmental  organizations;  and  that  if  by  the  end  of 
the  flscal  year  tnese  requirements  are  not  met  all  appropriated  funds  for  that  year 
are  transferred  to  AID  for  activities  that  further  the  goals  of  the  GEF. 

While  the  next  GEF  Participants'  Assembly,  scheduled  to  take  place  in  Geneva 
on  March  14-16,  is  to  obtain  a  final  agreement  on  the  establishment  of  a  permanent 
GEF  and  the  GEF  replenishment,  decisions  on  several  issues  that  are  critical  to  the 
transparency  and  accountability  of  the  GEF  have  been  postponed. 

These  issues  concern  basic — yet  indispensable — ground  rules  that  (a)  public  access 
to  information  on  GEF  projects  and  associated  activities  of  the  implementing  agen- 
cies and  (b)  the  establishment  of  procedures  ensuring  participation  of  NGO's  and  af- 
fected communities  during  the  GEF*  project  cycle  as  well  as  NGO  observer  status 
at  GEF  Council  and  Assembly  meetings. 

The  need  for  sound  procedures  in  these  areas  is  further  compounded  because  the 
Secretariat  of  the  GEF,  as  is  currently  being  envisioned  in  the  founding  document 
for  the  permanent  GEF,  does  not  have  the  degree  of  independence  from  the  imple- 
menting agencies  that  would  allow  it  to  become  the  "independent  arbiter"  that  the 
official  GEF  evaluation  report  strongly  calls  for  and  that  we  think  is  of  utmost  im- 
portance. Indeed,  in  view  of  the  fact  that  the  GEF's  Chief  Executive  Officer  is  likely 
to  come  from  one  of  the  implementing  agencies  and/or  return  there  after  his  or  her 
position  with  the  GEF  expires,  and  that  staff  for  the  GEF  Secretariat  will  be  either 
seconded  from,  or  hired  oy,  the  implementing  agencies,  it  will  be  difficult  for  the 
GEF  Secretariat  to  exercise  the  mucn  needed  watchdog"  function  over  the  activities 
of  the  implementing  agencies. 

In  view  of  the  above  we  strongly  recommend  that  authorizing  legislation  for  the 
GEF  replenishment  provide  that  all  final  decisions  on  disbursing  IJ.S.  funds  to  the 
GEF  be  made  contingent  upon  evidence  that  the  future  GEF  Council  is  ready  to 
adopt  the  type  of  procedures  that  ensure  the  transparency  and  accountability  we  all 
have  worked  for — and  that  the  Congress  has  required  as  a  precondition  for  appro- 
priating GEF  funds.  As  it  will  take  time  to  develop  the  appropriato  guidelines  and 
nave  them  adopted  by  the  future  GEF  Council,  there  seems  to  be  no  need  to  rush 
the  disbursement  of  funds,  particularly  as  it  is  our  understanding  that  a  large  part 
of  the  resources  in  the  already  existing  GEF  core  fund  have  yet  to  be  disbursed.  In 
addition,  the  GEF's  principal  "clients,'  the  Climate  and  Biodiversity  Conventions 
Parties,  are  still  in  the  process  of  developing  detailed  guidance  on  policies,  program 
priorities  and  eligibility  criteria — criteria  that  the  Parties  to  these  conventions  view 
must  be  in  place  oefore  any  new  commitments  of  the  GEF  replenishment  can  begin. 

For  these  reasons  the  GEF  authorization  should  articulate  a  deliberate  approach. 
We  believe  that  immediate  release  of  funds  would  be  appropriate  for  supporting  de- 
veloping country  planing  processes,  reporting  requirements,  developing  country 
travel  expenses  and  capacity-building  efforts. 

I  might  add  that  these  and  other  GEF  reform  measures  have  widespread  and 
growing  support  among  nongovernmental  groups  all  over  the  world.  The  rec- 
ommendations of  this  testimony  on  the  GEF  have  oeen  endorsed  by  10  national  U.S. 
environmental  organizations  with  over  6  million  members  and  by  the  Union  of  Con- 
cerned Scientists  in  a  letter  sent  yesterday  to  the  U.S.  Treasury  Department. 

IV.  AFRICAN  DEVELOPMENT  BANK 

A.  Introduction. — The  African  Development  Bank,  which  lent  about  $3.5  billion 
last  year,  suffers  from  many  of  the  same  problems  as  the  World  Bank,  but  worse: 
a  steady,  pervasive  deterioration  of  overall  project  quality,  gross  environmental  neg- 
ligence, and  highly  restrictive,  secretive  information  policies.  It  has  an  Environment 
and  Social  Policy  Division  with  half  a  dozen  staffers,  as  well  as  an  Environment  Pol- 
icy Paper  issued  in  June,  1990,  that  sets  out  environmental  policies  for  sectors  such 
as  agriculture,  forestry,  transportation  etc.  In  1992  it  also  prepared  a  set  of  Environ- 
mental Assessment  Guidelines  for  use  in  project  preparation,  and  within  the  past 
few  weeks  issued  a  final  version  of  a  Forestry  Policy,  which  like  the  World  Bank 
Forest  Policy  issued  last  year  commits  the  African  Development  Bank  to  not  financ- 
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ing  commercial  logging  in  primary  forests.  But  the  environmental  staff,  policies  and 
guidelines  have  had  little  effect  on  improving  the  environmental  quality  of  most 
projects — a  familiar  story. 

Over  the  past  three  years  EDF  has  encountered  a  number  of  blatant  examples 
of  AFDB  projects  that  are  needlessly  threatening  Africa's  remaining  rain  forests  and 
their  inhabitants.  These  include  a  road-building  project  in  the  largely  intact  rain 
forest  of  southeast  Cameroon,  and  coffee-growing  project  in  the  Central  African  Re- 
public that  threatens  a  forest  reserve  and  national  park  established  through  recent 
World  Bank  loans.  In  Guinea,  the  AFDB's  Diecke  Oil  Palm  and  Rubber  Project  pro- 
motes agro-industrial  activities  affecting  an  area  that  is  one  of  Guinea's  last  two  re- 
maining areas  of  intact  rain  forest.  The  Rubber  Scheme  Phase  II  Project  for  Gabon 
involves  clearing  several  thousand  hectares  of  forest  for  rubber  plantations.  Yet  the 
ecological  impact  has  been  dismissed  as  irrelevant  on  less  than  half  a  page  of  the 
Staff  Appraisal  Report. 

B.  Failed  Commitments  from  the  last  Replenishment  of  the  African  Development 
Fund  (AfdB). — The  African  Development  Bank  (AfDB)  has  requested  a  50  percent 
increase  in  funding  from  international  donors  for  its  soft  loan  window,  the  African 
Development  Fund  (AfDF).  The  AfDF  is  asking  for  a  total  of  $4  billion  for  the  3- 
year  cycle  of  AfDF  VII  and  expects  the  United  States  to  at  least  maintain  its  share 
of  the  $492  million  for  this  period.  The  replenishment  negotiations  have  been  ongo- 
ing throughout  1993  and  are  expected  to  be  completed  at  the  time  of  the  AfDB's 
annual  meeting  in  May  1994. 

During  the  negotiations  for  the  previous  replenishment  cycle  (AfDF  VI),  the  Unit- 
ed States  and  other  donors  obtained  the  AfDB's  agreement  to  several  important  en- 
vironmental reforms  to  ensure  the  long-term  sustainability  of  its  investments. 
Among  the  promised  reforms  were: 

— the  commitment  to  environmental  screening  of  projects; 

— the  completion  of  environmental  impact  assessments  (EIAs)  and  their  time- 
ly delivery  to  the  Bank's  Board  of  Directors; 

— the  guarantee  of  ongoing  public  participation  throughout  the  EIA  process; 

— the  presentation  of  new  Bank  policies  for  the  forestry  and  energy  sectors. 

There  have  been  major  problems  for  NGO's  and  citizen's  groups  in  obtaining  infor- 
mation from  the  AfDB.  Even  the  simple  listing  of  projects  in  the  AfDB's  pipeline, 
the  Quarterly  Operational  Summary,  has  not  been  made  available  to  NGO's  despite 
numerous  written  and  oral  requests  over  the  past  three  years. 

Despite  the  AfDB's  lack  of  cooperation,  NGO's  have  tried  to  monitor  the  AfDB's 
progress  in  environmental  performance,  especially  the  implementation  of  the  provi- 
sions agreed  to  under  AfDF  VI.  While  some  environmental  measures  have  been 
taken  at  the  formal  level,  there  is  little  evidence  that  these  did  have  an  impact  on 
actual  operations.  With  respect  to  the  major  areas  of  promised  reform,  the  overall 
results  are  unacceptable: 

1.  Environmental  Screening  of  Projects. — Improper  initial  classification  of  projects 
is  a  major  problem.  Let  me  cite  two  recent  examples.  In  the  Malawi  Lilongwe  For- 
estry project — for  a  country  which  suffers  from  one  of  the  highest  deforestation  rates 
in  the  world — the  AfDB  classifies  it  as  a  category  III  project,  i.e.  not  requiring  any 
type  of  environmental  analysis.  This  is  despite  the  fact  that  the  goal  of  the  project 
is  to  "improve  management  and  production  of  remaining  indigenous  forests"  (Quar- 
terly Operational  Summary,  March  31,  1993).  The  Mozambique  Forestry  Develop- 
ment Project  receives  no  environmental  category  at  all,  althou^  it  involves  signifi- 
cant forest  management  activities.  (Quarterly  Operational  Summary,  June  30, 
1993). 

2.  Environmental  Assessments. — The  AfDB  does  not  have  budgetary  provisions  for 
carrying  out  EIAs.  Therefore  Bank  staff  have  to  devote  considerable  energy  to  find- 
ing bilateral  donor  support  for  EIAs  for  individual  projects.  Relatively  few  full  EIAs 
have  been  prepared  during  the  cycle  of  AfDF  VI.  During  the  year  of  1992  (the  only 
full  year  for  which  figures  are  available),  the  AfDB  and  AfDF  approved  93  project 
and  policy-based  loans  totalling  just  under  $3  billion  (AfDB  Annual  Report  1992, 
page  41).  During  that  same  period,  the  United  States  had  to  abstain  from  voting 
on  projects  for  lack  of  timely  availability  of  EIA  summaries,  i.e.  compliance  with  the 
Pelosi  amendment,  on  34  projects  (U.S.  Treasury  Department's  International  Finan- 
cial Institutions  Quarterly  Transactions  covering  the  period  from  November  25, 
1991  to  May  3,  1993). 

The  AfDB  had  made  a  commitment  to  consulting  affected  groups  aid  NGO's  on 
an  ongoing  basis  during  the  EIA  process,  to  provide  them  with  copies  of  the  com- 
pleted EIA  report  and  to  report  to  the  AfDB  Board  on  these  consultations  (Report 
on  the  Sixth  (general  Replenishment  of  the  Fund,  March  1,  1991,  page  9). 
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The  commitment  to  consulting  affected  groups  and  NGCs  has  all  but  been  ignored 
in  practice.  EIAs  have  largely  been  carried  out  by  short-term  missions  of  foreign 
consultants  without  participation  of  and  consultation  with  aiTected  communities  aid 
NGO's.  Bank  management  has  also  failed  to  report  back  to  the  AfDB  Board  on  the 
consultations,  or  the  lack  thereof,  as  required  by  AfDF  VI. 

3.  New  Forestry  and  Energy  Policy  Papers. — The  AfDB  group  committed  itself  to 
present  these  policy  papers  to  the  Board  in  the  fourth  quarter  of  1992  (Mid-term 
report,  AFdF  VI,  page  35).  As  of  February  1994  the  Board  has  not  been  presented 
with  final  draft  policy  papers  for  discussion  and  adoption  by  the  Bank. 

C.  Flawed  Projects  ana  Flawed  Decision  Making. — A  recent  Committee  on  Foreign 
relations  memorandum  points  out  that  the  United  States  currently  votes  against 
about  30  jjercent  of  AfDB  and  AfDF  loans  on  the  grounds  that  the  loan  proposals 
are  poorly  designed  and  the  projects  are  not  likely  to  be  effective  (Committee  on 
Foreign  Relations,  Januaiy  18,  1994,  subject:  Nomination  Hearing  for  Alice  M.  for 
Alice  M.  Dear  to  be  U.S.  Executive  Director  to  the  AfDB).  The  current  situation  at 
the  AfDB  is  one  where  decision-making  on  projects  has  little  to  do  with  the  quality 
or  merits  of  a  project.  No  regional  member  country  will  vote  to  deny  a  loan  to  an- 
other regional  member  country.  The  formal  voting  structure  at  the  AfDB  which — 
independent  of  financial  contributions  to  the  Bank — grants  regional  member  coun- 
tries two-thirds  of  the  voting  shares  in  the  AfDB  and  50  percent  of  the  voting  shares 
in  the  AfDF,  sets  this  Bank  apart  from  all  the  other  MDB's. 

Environmentally  and  socially  highly  questionable  projects  have  gone  ahead  de- 
spite significant  opposition  from  some  Board  members.  This  has  been  the  case  with 
the  Barbara  dam  project  for  Tunisia.  In  neighboring  Algeria,  the  AfDB  plans  to  fi- 
nance the  Koudiat  Acerdoume  dam,  which  is  opposed  by  some  Board  members,  in- 
cluding the  United  States,  because  of  the  project's  lack  of  adequate  provisions  for 
a  large  number  of  people  to  be  forcibly  resettled  under  the  project.  To  this  date  the 
AfDB  has  no  policy  or  guidelines  to  help  ensure  fair  compensation  and  adequate  re- 
establishment  of  populations  affected  by  involuntary  resettlement  carried  out  under 
its  operations. 

The  fxx)r  quality  of  many  AFdB  and  AFdF  loans  can  only  result  in  further  in- 
creasing the  already  unmanageable  debt  burden  of  many  of  the  African  countries 
without  producing  commensurate  benefits.  If  anything,  many  of  these  ill-conceived 
loans  contribute  to  further  aggravating  the  economic,  social  and  environmental 
problems  in  the  borrower  countries. 

D.  Recommendations. — We  believe  that  the  current  negotiations  for  the  Seventh 
Replenishment  of  the  AFdF  have  to  set  down  benchmarks  for  tangible  improve- 
ments in  project  quality,  benchmarks  whose  achievement  should  be  linked  to  release 
of  the  fiall  replenishment.  These  include: 

1.  Portfolio  Performance  Report. — Final  decisions  on  the  replenishment  of  AfDF 
Vn  should  wait  for  the  results  and  recommendations  of  the  ongoing  AfDB  F*roject 
Portfolio  Review,  an  exercise  similar  in  intent  to  the  1992  World  Bank  Wapenhans 
Report.  In  the  interim,  short-term  bridging  funds  for  AfDF  VII  are  more  likely  to 
produce  reforms  from  which  the  AfDB  will  emerge  as  a  stronger  institution  than 
a  firm  commitment  to  fresh  funds  before  the  development  impact  of  AfDB  oper- 
ations is  known. 

2.  Access  to  Information. — Project  documentation  should  be  made  available  in  a 
timely  manner  to  permit  public  input,  which  ultimately  will  help  ensure  the  sus- 
tainability  of  the  AfDB's  portfolio.  Documentation  to  be  publicly  available  should  in- 
clude: 

•  Quarterly  Operational  Summaries 

•  Environmental    Impact   Assessments   (Cat.    I    projects)   or  environmental 
analysis  for  projects  with  impacts  requiring  mitigation  (Cat.  II  projects) 

•  Descriptions  of  consultative  processes  in  regional  member  countries  (as  re- 
quired by  AfDF  VI) 

•  National  Environmental  Action  Plans 

•  Staff  Appraisal  Reports 

•  Reviews  of  project  performance  results  carried  out  by  Operations 

•  Evaluations  Office  (OPEV) 

The  AfDF  VII  negotiations  should  request  the  African  Development  Bank  to  in- 
form its  members  about  the  logistical  arrangements  it  plans  to  put  in  place  to  en- 
sure timely  public  access  to  project  documentation  (for  example  use  of  U.N.  library 
system). 

3.  Participation  of  Affected  Groups  and  NGO's. — As  already  required  under  AfDF 
VI  replenishment,  the  Bank  should  establish  procedures  for  systematic  reporting  on 
the  consultation  and  active  participation  of  affected  communities  and  NGO's  in  the 
early  stages  of  project  development  and  throughout  the  project  cycle.  In  the  current 
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replenishment  negotiations  the  AFdB  should  make  a  commitment  to  the  Board  that 
it  will  not  present  projects  for  approval  without  reporting  to  the  Board  on  the  con- 
sultative process  talcing  place  in  the  regional  member  country. 

4.  EIA  Process. — The  African  Bank  should  be  asked  to  propose  a  system  for  both 
promoting  national  capacity -building  through  the  EIA  process  and  for  internalizing 
the  costs  of  EIAs. 

5.  Supervision  of  AfDB  Projects. — The  monitoring  and  evaluation  of  AfDB  projects 
is  extremely  we^.  Supervision  of  projects  is  rare.  In  view  of  the  scarcity  of  re- 
sources for  development  purposes,  the  Bank's  focus  must  be  to  achieve  a  maximum 
of  benefits.  The  U.S.  should  promote  in  the  AFdF  negotiations  a  request  for  the 
bank  to  develop  a  system  of  substantially  stronger  supervision  of  its  project  port- 
folio. In  addition,  the  bank  should  establish  a  procedure  to  regularly  report  to  its 
members  about  the  findings  of  its  monitoring  and  evaluation  reports. 

6.  Estabhshment  of  Policies. — Both  the  Bank's  new  forestry  and  energy  policies 
should  be  widely  reviewed  and  discussed  by  interested  parties  before  final  drafts  are 
submitted  to  the  Bank's  Board  for  approval.  In  addition  the  bank  must  develop  a 
policy  and  clear  guidance  to  its  staff  on  projects  involving  involuntary  resettlement, 
and  commit  itself  to  produce  an  inventory  of  all  ongoing  AfDB-fundcd  projects  which 
require  resettlement. 

7.  Establishment  of  an  Independent  Appeals  Mechanism. — As  a  sign  of  commit- 
ment to  environmental  reform  the  Hank  should  establish  an  appeals  mechanism  or 
independent  inspection  panel  which  would  allow  those  negatively  affected  by  Bank 
projects  or  alleged  violations  of  Bank  policy  a  means  of  recourse. 

V.  INTER-AMERICAN  DEVELOPMENT  BANK  (IDB) 

The  Inter  American  Development  Bank  (IDB)  is  now  negotiating  its  eighth  capital 
replenishment,  and  management  is  confident  that  the  replenishment  will  be  signed 
at  the  upcoming  annual  meeting  in  mid-April.  The  governors  have  provisionally 
agreed  on  a  capital  increase  of  approximately  $40  billion  in  the  Bank's  Ordinary 
Capital,  or  a  two-thirds  increase  from  the  $60  billion  attained  in  the  seventh  replen- 
ishment. An  increase  of  $950  million  in  the  Fund  for  Special  Operations  (FSO),  the 
IDB's  concessional  window,  is  also  proposed.  Our  organizations  would  support  the 
proposed  capital  increases,  provided  that  several  key  issues  are  adequately  ad- 
dressed in  the  conclusion  of  the  replenishment  negotiations,  and  that  the  upcoming 
reorganization  of  the  IDB  will  strengthen — rather  than  attenuate — the  institution's 
capacity  to  address  environmental  and  social  concerns  in  its  operations.  Several  on- 
going projects  raise  serious  concerns  with  the  Bank's  ability  to  ensure  public  partici- 
pation in  critical  areas,  and  several  potential  projects  on  the  horizon  could  create 
major  environmental  and  social  problems.  We  will  be  happy  to  submit  additional 
material  for  the  record  on  these  problem  projects.  It  is  also  the  case,  however,  that 
the  IDB  has  in  several  instances  taken  innovative  steps  to  involve  local  populations 
in  development  decisions,  and  to  create  new  models  for  addressing  some  of  the  most 
intractable  environmental  problems  in  the  hemisphere. 

A.  Public  Participation  and  Environment  in  the  IDB — Positive  Examples 

1.  Brazil  Porto-Velho-Rio  Branco  Road  Improvement  Project. — The  IDB's  ongoing 
experience  in  the  environmental  component  of  this  project  is  a  benchmark  in  the 
active  involvement  and  direct  participation  of  affected  populations  in  internationally 
financed  development.  The  IDB  has  in  this  project  set  the  standard  by  which  all 
other  multilateral  institutions  (and  indeed  other  operations  of  the  IDB)  should  be 
judged  with  respect  to  project  transparency  and  consultation  with  local  NGO's.  It 
shows  that  in  difficult  situations,  when  there  is  political  will,  the  MDB's  can  get  it 
right. 

The  project  dates  to  1985  when  the  IDB  approved  $58.7  million  in  two  loans  to 
pave  502  kilometers  of  road  between  the  Amazon  capitals  of  Porto  Velho  and  Rio 
Branco.  The  loans  included  $10  million  for  the  Project  for  the  Protection  of  Indige- 
nous Communities  and  the  Environment  (or  PMACI,  in  Portuguese).  The  road 
threatened  to  greatly  increase  migration,  deforestation  and  the  invasion  of  indige- 
nous areas,  as  well  pressure  on  the  forest-dwelling  rubber  tappers  of  Acre  state.  In 
1987,  after  rubber  tapper  leader  Chico  Mendes  denounced  the  effects  of  the  project, 
and  government  failure  to  comply  with  the  PMACI  loan  conditions,  the  IDB  sus- 
pended disbursements,  under  U.S.  pressure.  Before  agreeing  to  restart  the  disburse- 
ments, the  IDB  held  an  unprecedented  negotiation  oetween  government  agencies, 
and  local  Indian,  rubber  tapper  and  environmental  organizations,  and  required  an 
agreement  on  how  the  environmental  component  was  to  work  as  a  condition  of  re- 
starting disbursements.  Among  other  results,  the  negotiation  forestalled  a  militaiy 
plan  to  greatly  reduce  indigenous  lands  in  the  project  area.  Subsequently,  the  IDB 
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convinced  the  federal  government  to  transfer  responsibility  and  funds  for  much  of 
the  PMACI  to  local  agencies  and  NGO's. 

The  IDB  is  in  consequence  now  supporting  the  most  innovative  work  in  the  region 
in  creating  sustainable  economic  alternatives  for  rural  people  including  increasing 
local  processing  for  forest  products,  popular  education  (or  Indians  and  rubber  tap- 
pers, and  the  demarcation  of  extractive  reserves.  IDB,  the  NGO's  and  government 
agree  that  this  has  greatly  increased  project  Quality.  Gains  in  project  quality  fol- 
lowed directly  on  the  Bank's  willingness  to  hold  a  substantive  oiscussion  between 
government  and  NGO's — despite  political  controversy — ^before  moving  ahead  with 
the  project,  and  to  reformulate  project  goals  based  on  this  discussion. 

2.  Fund  for  the  Development  of  the  Indigenous  Peoples  of  Latin  America  and  the 
Caribbean  (Indigenous  Fund). — ^The  IDB,  following  the  initiative  of  the  government 
of  Bolivia  in  1991,  has  supported  the  creation  oi  a  new,  international  mechanism 
to  finance  sustainable  development  projects  by  and  for  indigenous  peoples  in  the  re- 
gion. The  IDB  has  provided  $2.5  million  for  start-up  costs  of  the  technical  secretar- 
iat of  the  Fund,  as  well  as  invaluable  support  in  the  successful  inter-governmental 
negotiations  of  an  innovative  governance  structure.  The  agreement  which  estab- 
lished the  fund  was  signed  by  17  Latin  governments,  in  1992,  and  subsequently  the 
parliaments  of  three  nations  (Mexico,  Bolivia  and  Peru)  have  ratified  the  agreement, 
such  that  the  Fund  now  has  juridical  personality  and  can  start  operations. 

The  great  step  forward  made  by  the  Fund  is  that  the  establishing  agreement  stip- 
ulates that  each  member  country  in  the  region  be  represented  by  a  government  rep- 
resentative, and  a  representative  of  the  indigenous  people.  The  government  must  ac- 
credit the  indigenous  representative  (a  compromise  to  gain  government  acceptance 
for  autonomous  indigenous  representation.)  Extraregional  members  or  regional 
members  with  no  indigenous  population  have  one  representative.  The  Board,  when 
constituted  will  maintain  the  same  tripartite  structure — three  Indigenous  Peoples 
representatives,  three  representatives  of  regional  governments,  and  three 
nonregional  government  representatives.  While  the  Fund  is  a  very  recent  initiative, 
it  has  already  succeeded  in  making  important  advances  in  promoting  dialogue  be- 
tween indigenous  organizations  and  government,  and  in  assuring  government  rec- 
ognition of  autonomous  indigenous  organizations.  This  mechanism  has  great  prom- 
ise for  generating  small  locally  controlled,  ecologically  sustainable  and  onturally  ap- 
propriate development  projects  for  the  indigenous  peoples  of  Latin  America  and  the 
Caribbean. 

B.  Policy  and  Institutional  Issues. — In  1993,  the  IDB  convened  a  Task  Force  on 
Portfolio  Management,  to  carry  out  a  Wapcnhans-like  evaluation  of  portfolio  per- 
formance and  made  recommendations  to  Bank  management.  The  report  notes  for 
example,  that  "a  review  of  110  I-Vojcct  Completion  Reports  prepared  by  the  Country 
Offices  concluded  that  two-thirds  had  been  successful."  (Managing  for  Effective  De- 
velopment, p.  10).  "These  documents,  however,  did  not  recalculate  internal  economic 
rates  of  return  using  data  collected  on  data  collected  afler  project  completion." 
(Ibid.)  That  is,  data  on  a  basic  gauge  of  whether  or  not  projects  have  succeeded — 
whether  or  not  projects  met  their  appraised  rate  of  return — are  not  available.  Eval- 
uation is  largely  of  the  completion  of  physical  works,  and  whether  projects  were 
completed  on  time.  One  of  the  report's  recommendations  is  that  such  data  be  col- 
lected in  the  future.  Given  that  the  Bank  has  committed  itself  in  the  eighth  replen- 
ishment to  greatly  increased  lending  to  the  social  sector  (health,  education,  basic 
sanitation,  job  creation  and  so  on),  as  opposed  to  its  traditional  emphasis  on  infra- 
structure, and  that  evaluation  of  project  success  in  the  social  sector  is  far  more  com- 
plex than  is  the  case  for  infrastructure  projects,  putting  a  priority  on  improved  data 
collection  and  monitoring  is  of  critical  importance  to  ensure  that  the  capital  increase 
will  be  effectively  used. 

Unfortunate,  the  report  draws  conclusions  that  in  our  view  could  lead  to  reduced 
project  quality  and  less  stringent  monitoring  and  evaluation  of  the  IDB's  portfolio — 
a  huge  red  flag  that  raises  questions  about  the  advisability  of  proceeding  with  the 
replenishment  until  these  issues  are  resolved.  The  report  reiterates  frequently  state- 
ments such  as,  "The  Bank  needs  to  move  beyond  the  idea  that  successful  projects 
result  from  strict  application  of  Bank  rules  and  procedures  and  enforcement  oi  bor- 
rower compliance  with  conditions"  (Ibid.,  p.  II),  or  *  *  *  rigid  adherence  to  the  rules 
and  regulations  *  *  *  conspire  to  have  an  adverse  impact  on  project  implementation 
and  execution."  (Ibid.  31)  The  task  force's  preoccupation  that  the  Board  concern  it- 
self with  policy  and  the  future  direction  of  the  Bank,  rather  than  exclusively  with 
the  minutiae  of  loan  contracts  is  understandable,  as  is  the  desire  to  allow  manage- 
ment sufficient  flexibility  to  adapt  to  varying  circumstances  and  new  challenges. 

It  is,  however,  curious  and  disturbing  that  the  task  force  appears  to  find  Board 
involvement  in  ensuring  that  loan  conditions  are  met,  or  that  procedures  (e.g.,  pub- 
lic bidding  requirements)  are  followed  in  itself  problematic.  At  a  minimum,  il  the 
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task  force  finds  the  "control  culture"  of  the  IDB  an  obstacle  to  meeting  future  chal- 
lenges, it  should  stipulate  how  the  IDB  is  to  address  the  problems  in  response  to 
which  the  "control  culture"  arose,  i.e.,  a  bank  in  which  the  borrowers  are  the  major- 
ity and  the  history  of  inefficient,  patronage-driven  public  works,  extensive. 

The  report  also  recommends  that  the  Country  Olfices  be  given  greater  responsibil- 
ity and  autonomy.  This  could  be  a  positive  step,  but  only  provided  that  mecnanisms 
are  guaranteed  to  ensure  project  quality  and  oroad  public  consultation  and  partici- 
pation. An  example  to  avoid  is  the  World  Bank's  1987  reorganization,  that  granted 
greater  autonomy  to  country  offices  but  in  practice  reduced  accountability  for  project 
Quality,  exacerbating  the  deterioration  of  the  Bank's  portfolio  documented  in  the 
Wapenhans  repwrt.  Certainly,  the  IDE's  Brazil  Country  Office  has  played  a  critical 
role  in  the  advances  the  IDB  has  made  in  public  participation  in  project  planning 
and  implementation,  and  its  experience  should  serve  as  a  model  for  dealing  with 
these  issues  throughout  the  Bank. 

C.  The  Eighth  Replenishment. — The  Treasury  must  be  commended  for  proposing 
and  obtaining  agreement  on  the  inclusion  of  an  information  disclosure  policy  and 
an  inspection  function  in  the  negotiating  documents  for  the  eighth  capital  replenish- 
ment. But  a  disclosure  policy  (which  management  plans  to  present  to  the  Board  in 
early  1994)  which  is  as  restrictive  as  the  current  (new)  World  Bank  and  ADB  poli- 
cies will  be  unacceptable,  since  these  policies  still  keep  confidential  almost  all  docu- 
ments generated  in  project  preparation  and  appraisal  in  the  period  preceding  loan 
approval. 

There  are  two  potential  major  concerns  with  the  inspection  function  as  proposed. 
First,  it  is  not  clear  in  the  current  text  that  parties  who  would  potentially  oe  af- 
fected by  a  proposed  project  could  apply  for  redress  before  project  approval.  If  the 
inspection  function  is  to  be  anything  more  than  the  ex-post  hashing  out  of  already 
consummated  tragedies,  this  point  is  key.  Second,  while  the  present  language  makes 
reference  to  the  Bank's  "operational  policies,"  these  polices  do  not  address  some  of 
the  most  critical  environmental  and  social  problems  that  arise  in  IDB  projects  in 
the  region.  Bank  policy  for  indigenous  peoples  issues  and  for  forced  resettlement  is 
contained  in  "Strategies  and  IVocedures  with  respect  to  Socio -Cultural  Issues,"  is- 
sued by  the  Environment  Management  Committee  (CMA),  and  is  not  an  operational 
policy  in  the  sense  of  having  Board  approval.  To  the  extent  that  these  procedures 
are  not  held  to  be  binding  on  the  Bank,  and  failure  to  comply  with  them  does  not 
constitute  grounds  for  appeal  to  the  inspection  function,  then  the  inspection  function 
will  be  a  relatively  empty  exercise. 

It  is  in  also  critical  that  the  replenishment  agreement  contain  language  clearly 
stating  that  indigenous  peoples  are  a  priority  for  the  IDB  in  the  eighth  replenish- 
ment. Indigenous  p)eoples  are  a  substantial  minority  of  the  region's  population,  in 
some  countries  a  majority,  and  in  others  a  majority  of  the  rural  population,  and  in 
all  cases  are  the  poorest  populations  in  a  region  of  chronic  poverty.  Failure  to  men- 
tion indigenous  populations  and  their  situation  would  be  a  major  omission  in  a  doc- 
ument that  seeks  to  orient  a  new  emphasis  by  the  IDB  on  poverty  and  the  social 
sector.  Moreover,  indigenous  lands  in  both  South  and  Central  America  overlap  ex- 
tensively with  remaining  forests,  such  that  their  land  rights  are  intimately  linked 
to  the  region's  remaining  reserves  of  biodiversity.  Italy  has  proposed  language  on 
indigenous  peoples  for  the  replenishment  agreement  that  shoula  be  strongly  sup- 
ported by  the  U.S. 

D.  Reorganization  of  the  IDB. — Bank  management  is  studying  proposals  for  reor- 
ganization, which  we  understand  will  go  forward  in  one  form  or  another.  With  re- 
spect to  environmental  concerns,  it  is  critically  important  that  the  IDB  not  lose  its 
unique  institutional  advantage  in  dealing  with  environmental  and  social  problems 
in  project  design.  At  present  the  IDE's  Environment  Management  Committee  (CMA) 
constitutes  a  high-level  locus  of  accountability  for  these  concerns,  and  with  the  tech- 
nical backup  of  the  Environment  Division,  can  function  as  a  screen  for  the  worst 

rroblems  before  project  approval.  It  would  be  deeply  counterproductive  should  the 
DB,  in  pursuit  of  a  more  streamlined  operation,  dilute  the  authority  the  CMA  and 
the  Environment  Division,  which  together  offer  the  possibility  of  effective  quality 
control  over  projects.  It  is  also  important  to  note  that  while  streamlining  may  be 
in  order,  as  tne  Bank  moves  into  social-sector  lending,  it  will  need  greatly  increased 
professional  staff  in  the  social  (anthropological,  sociological,  grassroots  development) 
area. 

VI.  ASIAN  DEVELOPMENT  BANK  (ADB) 

Many  of  the  generic  institutional  criticisms  that  have  been  directed  at  the  other 
MDB's  apply  also  to  the  Asian  Development  Bank:  prevalence  of  the  pressure  to 
lend  over  project  quality,  lack  of  transparency,  accountability,  and  involvement  of 
people  affected  by  its  projects,  etc.  The  ADB  has  requested  a  doubling  of  its  capital 
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this  year.  Governments  are  currrently  negotiating  this,  apparently  with  the  expecta- 
tion of  agreeing  to  it  by  the  time  of  the  Annual  Meeting  in  early  May. 

The  Treasury  and  the  U.S.  Executive  Director's  Office  deserve  praise  for  their  ef- 
forts to  promote  freer  access  to  information,  a  Wapenhans-type  review  of  project 
quality,  and  greater  consultation  with  NGO's  in  the  ADB.  The  new  President  of  the 
ADB  also  appears  to  be  open  to  considering  institutional  changes  in  these  areas.  But 
just  as  with  the  other  multilateral  banks,  we  urge  the  Congress  and  the  Administra- 
tion not  to  hand  the  ADB  a  blank  check,  but  to  use  the  flnancial  leverage  of  the 
capital  increase  negotiations  to  ensure  major  improvements  in  project  quality  and 
decision  making: 

A.  Action  to  improve  Project  Quality. — ^The  proposed  call  for  a  General  Capital  In- 
crease must  be  seen  in  the  light  of  the  report  released  on  January  28,  1994  by  the 
ADB's  Taskforce  on  Improving  Project  Quality.  Known  internally  as  the  Schultz  re- 
port, after  Bank  Vice  President  Gunter  Schultz,  the  study  acknowledged  that  only 
60  per  cent  of  the  Bank's  post-evaluated  projects  were  "generally  successful."  Bv  the 
Bank's  own  admission  and  by  its  criteria  of  economic/financial  viability,  social  im- 
pact, implementability  and  sustainability,  40  percent  of  all  its  projects  were  less 
than  successful  or  outright  failures.  Just  as  in  the  World  Bank,  the  report  also  ac- 
knowledged that  annual  performance  data  shows  a  declining  trend  in  project  per- 
formance. 

We  believe  it  would  be  unwise  to  finalize  such  a  large  capital  increase  without 
evidence  of  an  effective  action  plan — one  more  convincing  than,  for  example,  the 
World  Bank's  efforts  to  date — to  change  institutional  priorities  at  the  ADB  to  make 
project  quality  an  overriding  concern.  Such  a  plan  should  be  developed  in  a  trans- 

Earent  fashion,  with  review  of  drafts  by,  and  consultation  with  member  nations  and 
[GO'S. 

B.  More  Transparent  and  Open  Review  of  Policy  Papers. — In  recent  weeks  the 
ADB  has  released  a  plethora  of  new  policy  papers,  in  the  context  of  its  request  for 
a  capital  increase.  They  include:  a  revised  Forest  Policy  paper,  a  revised  Energy  Pol- 
icy paper,  a  new  Information  Policy  paper,  a  review  of  its  past  performance,  and 
its  future  directions"  paper.  In  general,  the  process  of  obtaining  timely  comments 
from  NGO's  from  both  Developing  Member  Countries  and  donor  countries  has  been 
difficult,  because  the  papers  have  been  distributed  too  late  for  their  to  be  any  sort 
of  consultative  process.  When  NGO's  in  Manila  have  asked  the  relevant  ADB  offi- 
cials for  these  papers,  the  response  has  been  mostly  negative,  although  US  officials 
have  been  extremely  helpful  in  providing  copies  to  NGO's  in  Manila  and  Washing- 
ton. Only  belatedly  did  the  ADB,  in  response  to  U.S.  pressure,  has  delayed  the  ap- 
proval process  for  some  of  these  papers  to  permit  more  input. 

We  urge  that  the  capital  increase  not  be  finalized  until  the  ADB  has  committed 
itself  to  procedures  to  ensure  serious  consultation  with  NGO's,  especially  from  De- 
veloping Member  Countries,  concerning  policy  documents  that  will  affect  them  and 
the  constituencies  they  represent. 

C.  A  More  Open  Information  Policy. — We  urge  the  Congress  and  the  administra- 
tion not  to  authorize  a  doubling  of  the  ADB  s  capital  without  that  institution's 
adopting  a  much  more  open  information  policy. 

The  Asian  Bank  recently  issued  a  Working  Paper  on  "Confidentiality  and  Disclo- 
sure of  Information"  (February  1,  1994)  which  frankly  falls  far  short  of  the  trans- 
parency and  openness  needed  to  promote  sustainable  development  in  a  post  Rio 
Earth  Summit  context.  The  Working  Paper  purports  to  emphasize  "increasing  dis- 
closure of  information,"  and  although  parts  would  constitute  a  modest  improvement 
over  what  we  perceive  to  be  current  practice,  the  focus  mostly  is  on  maintaining 
confidentiality  and  in  iustifying  a  continued  adherence  to  procedures  that  block  the 
affected  and  interested  public  from  timely  access  to  crucial  information.  It  keeps  al- 
most all  relevant  information  secret  from  affected  populations  and  the  public  until 
the  loan  is  approved,  that  is,  during  the  time  when  the  information  would  actually 
be  of  use  in  innuencing  project  design  in  a  constructive  fashion. 

D.  Independent  Inspection  Panel  or  Appeals  Commission. — The  U.S.  should  pro- 
mote during  the  capital  replenishment  negotiations  the  creation  of  an  independent 
commission  or  panel  to  which  populations  affected  by  abuses  or  violations  of  ADB 
policy  and  procedures  could  appeal.  We  understand  that  the  Administration  is  al- 
ready considering  proposals  in  this  regard,  and  we  commend  the  Administration  for 
this  initiative  and  encourage  it  to  continue  it  vigorously. 

E.  Withdrawal  of  Support  in  Two  Test  Cases  of  Environmentally  Destructive 
Projects:  The  Masinioc  coal-fired  thermal  power  plant  (Philippines)  and  the  Arun 
Dam  (Nepal). — The  Schultz  report  recommends,  among  other  things,  that  a  one-time 
spring  cleaning  of  all  projects  under  implementation  should  be  carried  out  to  re- 
structure the  portfolio  of  existing  projects.  One  projects  that  is  a  prime  target  for 
such  a  spring-cleaning  is  the  unsustainable,  socially  unacceptable  and  seemingly 
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nonimplementable  Masinioc  power  project  in  the  Philippines.  In  addition,  both  the 
ADB  and  the  World  Bank  are  currently  planning  to  fund  another  environmentally, 
socially  and  economically  unsound  large  dam,  Arun  III  in  Nepal,  which  is  generat- 
ing growing  opposition  within  Nepal  and  internationally. 

1.  Masinioc  Project. — Nearly  four  years  ago,  the  Asian  Development  Bank's  Board 
of  Directors,  approved  a  project  for  the  construction  of  a  two-stage  600  MW  coal- 
fired  power  plant  in  Masinioc,  Philippines.  Co-financed  by  the  Export-Import  Bank 
of  Japan,  the  project  met  with  strong  social  opposition  from  the  local  residents,  and 
construction  has  not  yet  begun  in  this  beautiful,  placid  bay-side  community. 

The  plant  has  no  plans  for  a  desulfurization  device  ana  ash  from  the  olant  is  ex- 
pected to  have  an  impact  on  the  marine  biodiversity  in  the  area  as  well  as  on  the 
thousands  of  mango  trees.  The  plant  will  also  siphon  off  scarce  local  water  resources 
from  agriculture.  Residents  face  near  certain  dislocation  from  their  hither-to  peace- 
ful and  sustainable  existence  as  fisherfolk  and  harvesters  of  mangoes.  The  Phil- 
ippine Department  of  Environment  and  Natural  Resources  recently  upped  their 
minimum  emissions  standards  in  an  attempt  to  improve  ambient  air  quality.  The 
proposed  plant  would  fall  below  this  new  standard. 

Tne  Philippine  National  Power  Corporation  (NPC)  has  been  attempting  to  acquire 
land  arouna  the  proposed  site  of  the  project.  As  of  December  31,  1993,  due  to  opposi- 
tion to  the  sale  of  their  lands,  only  10  hectares,  or  about  10  percent  of  the  total  site 
area,  had  been  purchased  by  NI-'C  from  local  landowners.  Meanwhile,  local  residents 
and  nongovernmental  organizations  have  reported  the  intimidatory  presence  of  Phil- 
ippine National  Police  Forces  and  other  military  troops  in  the  area. 

Four  years  have  passed  since  the  project  was  approved  and  construction  of  the 
plant  has  yet  to  begin.  Rather  than  continue  with  the  folly  of  pursuing  this  project, 
the  ADB  should  not  renew  the  latest  deadline  for  acquiring  the  land— the  newest 
deadline  is  June  30,  1994 — and  rather,  search  for  alternatives  to  meet  the  energy 
needs  of  the  Philippines.  And  alternatives  do  exist — Philippines  has  one  of  the  larg- 
est reserves  of  geo-thermal  energy  in  the  world  and  natural  gas  reserves  have  been 
discovered  in  the  Masinioc  area.  At  the  very  least,  if  a  coal-fired  plant  must  be  built, 
its  siting  must  be  revisited. 

The  AUB  is  now  preparing  the  loan  for  the  second  stage  of  this  project — Masinioc 
II.  The  US  should  oppose  the  project  when  it  comes  before  the  Board. 

Masinioc  has  been,  in  fact,  up  to  the  ADB's  intervention,  an  example  of  a  success- 
ful involvement  of  outside  bilateral  aid  agencies  working  in  concert  with  local  peo- 
ple. As  in  many  rural  areas  in  resource-based  economies,  the  survival  of  the  people 
is  closely  linked  to  the  health  of  the  natural  environment.  Masinioc  residents  enjoy 
a  highly  sustainable  means  of  livelihood.  They  manage  the  San  Salvador  Fish  Sanc- 
tuary which  is  an  example  of  a  successful  community -based  resource  management 
project  by  fisherfolk.  Sucn  models  must  be  emulated,  not  destroyed. 

2.  Arun  III 

a.  The  Project. — The  Arun  III  hydroelectric  project  will  be  undertaken  in  the  Arun 
valley,  an  isolated  area  in  Nepal,  which  is  home  to  many  ethnic  groups  and  has  a 
high  level  of  biodiversity.  The  dam  will  be  constructed  of  concrete,  and  is  projected 
to  be  155  meters  wide  and  68  meters  high.  The  ultimate  capacity  of  the  Arun  III 
will  be  402  megawatts  (MW),  by  the  year  2001.  Construction  of  the  access  road  will 
require  11  bridges  and  is  slated  to  begin  in  1994.  There  are  presently  no  roads  in 
the  Arun  valley.  Arun  III  is  one  of  three  proposed  dams  in  the  area.  The  road  is 
likely  to  lead  to  further  road  building  in  the  area  to  connect  the  dam  sites.  The 
project  is  slated  to  be  voted  on  by  the  World  Bank  Board  (as  an  IDA  credit)  in  April 
1994.  The  Asian  Development  Bank  Board  would  then  vote  on  the  project  shortly 
thereafter. 

According  to  the  Asian  Wetlands  Bureau,  a  Malaysia-based  Non-Governmental 
Organization  (NGO),  construction  of  the  road  and  the  dam  is  expected  to  have  seri- 
ous adverse  impacts  on  land  and  other  natural  resources  as  well  as  on  the  economic, 
social,  and  cultural  environment  of  the  affected  population.  There  are  450,000  peo- 
ple from  10  ethnic  groups  living  in  the  Arun  Basin.  The  Sannhuwasabha  District, 
which  will  be  directly  affected  by  the  project,  is  the  home  of  160,000  people.  The 
impact  is  evident  in  the  case  of  the  Kumhals.  The  Kumhals  have  already  lost  land 
at  Tumlingtar  (located  along  the  proposed  access  road,  downstream  of  the  slated 
dam  site)  Hue  to  the  construction  of  an  airstrip  as  well  as  a  permanent  road  camp 
and  are  likely  to  lose  more  to  the  Arun  III  project. 

The  area  threatened  by  the  road  and  the  dam  is  one  of  the  last  virgin  forests  in 
the  Himalayas.  The  road  would  endanger  a  proposed  national  park,  the  Milke- 
Danda  area,  as  well  as  the  Hurure-Chichila  cloud  forest.  Three  sal  forests  would 
also  be  at  risk,  as  the  road  be  built  directly  through  them.  Another  facet  that  has 
not  been  adequately  examined  is  the  cumulative  impact  of  multiple  feeder  roads, 
and  the  extension  of  the  access  road  to  build  the  Upper  Arun  dam  in  the  future. 
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A  Nepalese  NGO,  the  King  Mahendra  Trust,  claims  that  due  to  the  present  slash 
and  bum  practices  in  the  area,  total  deforestation  is  likely  to  occur  in  the  Arun 
Basin  within  15  years  or  less.  The  U.S.  EPA  makes  the  point  that  the  access  road, 
as  well  as  construction  of  the  dam,  will  accelerate  the  deforestation.  Workers  mov- 
ing into  the  area  will  expand  the  pressure  on  the  forest  by  increasing  the  demand 
for  firewood  for  fuel,  construction  of  worker  camps  and  various  "forest  products." 
The  road  will  make  access  to  the  forest  easier,  which  is  likely  to  increase  the  inci- 
dence of  illegal  logging.  This  raises  the  question:  why  is  the  World  Bank  funding 
a  development  project  that  will  exacerbate  the  already  existing  problem  of  deforest- 
ation? Why  not  adopt  a  program  of  conservation  and  careful  forest  management, 
and  support  other,  less  destructive  energy  projects? 

b.  Reckless  Negligence  of  Less  Costly  Alternatives. — ^Arun  III  would  be  one  of  the 
most  expensive  l^dro  power  projects  m  the  world.  Presently,  the  cost  of  the  project 
is  estimated  at  $764  million,  which  equals  Nepal's  national  budget  for  one  year. 
Most  developed  countries  cannot  alTord  to  spend  an  entire  years  budget  on  one 
project,  let  alone  a  developing  country. 

In  comparing  Arun  III  to  alternative  projects,  the  proposed  dam  is  the  least  cost 
effective,  as  it  has  the  highest  cost  per  kilowatt  hour.  This  project  is  the  most  expen- 
sive and  destructive  of  the  energy  alternatives  available  to  Nepal.  The  cost  per  kilo- 
watt hour  is  not  the  only  factor,  but  the  environmental  and  social  costs  of  the  Arun 
III,  when  factored  in,  far  outweigh  those  of  the  alternatives. 

According  to  the  investment  plan  of  the  Nepal  Electricity  Authority  (NEA),  $100 
million  yearly  will  have  be  dedicated  to  the  Arun  project  for  the  next  12  years.  This 
is  to  be  compared  with  $.2  million  for  micro-hyaro  schemes  and  $0.1  million  for 
other  projects  for  the  same  time  period.  The  amount  for  smaller  projects  is  woefully 
inadequate.  The  NEA  is  not  examining  seriously  any  options  other  than  large-scale 
projects. 

Several  senior  officials  from  the  World  Bank,  the  German  lending  agency, 
Kreditanstalt  fur  Wiederaufbau,  and  the  ADB  question  Arun  III.  They  argue  that 
the  project  is  not  in  line  with  World  Bank  policies,  including  the  promotion  of  pri- 
vate sector  investments,  the  enhancement  of  local  capacity  for  sustainable  develop- 
ment, and  least-cost  energy  investments. 

VII.  INTERNATIONAL  MONETARY  FXIND 

For  more  than  a  decade,  NGO's,  academics,  economists,  and  local  people  from  all 
around  the  world  have  testified  about  the  devastating  social  impacts  of  IMF  struc- 
tural adjustment  programs.  For  the  past  four  years,  environmentalists  have  Ques- 
tioned the  negative  impacts  of  SAPs  on  sustainable  development  efforts  and  docu- 
mented the  increasing  environmental  degradation  caused  by  short-term, 
unsustainable  economic  development  programs.  As  the  list  of  case  studies  continues 
to  grow,  the  call  for  policy  reform  grows  more  urgent. 

NGO's  commend  the  U.S.  Congress  for  passing  IMF  reform  legislation  both  in 
1989,  as  part  of  the  Foreign  Aid  Appropriation  and  Authorization  Bills,  and  in  the 
1992  Freedom  Support  Act  (Russian  Aid  Bill).  The  1992  IMF  reform  legislation 
strengthens  the  language  on  the  need  for  environmental  impact  assessment  in  the 
1989  Foreign  Aid  Appropriation  Bill.  It  requires  the  U.S. 

Executive  Director  to  promote  the  following  changes: 

1.  Incorporation  of  poverty  alleviation  and  reduction  of  barriers  to  economic 
and  social  progress  into  all  Fund  programs  and  consultations; 

2.  Incorporation  of  environmental  considerations  into  all  Fund  programs  and 
consultations; 

3.  Fund  participation  in  the  design  and  operationalization  of  a  revised  na- 
tional income  reporting  system; 

4.  Creation  of  an  audit  system  to  review,  on  a  country -by -country  basis,  the 
impact  of  the  implementation  of  IMF-required  or  recommended  policy  prescrip- 
tions on  poverty,  economic  development,  and  environment; 

5.  Insurance  of  policy  options  that  increase  the  productive  capacity  of  the 
poor, 

6.  Establishment  of  procedures  for  public  access  to  information; 

7.  Development  of  procedures  to  measure  the  levels  of  military  spending  and 
incorporation  of  analysis  and  assessment  of  military  spending  in  Fund  consulta- 
tions. 

The  1989  reform  legislation  appears  to  have  had  an  impact  on  the  rhetoric  used 
by  the  IMF  Managing  Director,  Michel  Camdessus.  In  his  remarks  before  the  Unit- 
ed Nations  Economic  and  Social  Council  in  Geneva  on  July  11,  1990,  Camdessus 
emphasized  high-quality  growth.  He  defined  that  as  growth  that  is  sustainable,  con- 
cerned with  the  poor,  the  weak,  and  the  vulnerable,  which  does  not  wreak  havoc 
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with  the  atmosphere,  with  rivers,  forests,  or  oceans,  or  with  any  part  of  mankind's 
common  heritage.  In  February  1991,  the  IMF's  Executive  Directors  met  to  discuss 
the  estabHshment  of  an  Environmental  Unit.  They  rejected  the  idea.  Instead,  they 
assigned  the  time  of  "one  and  a  half  staff  economists  to  study  environmental  issues. 
Reassigning  one  and  a  half  Fund-trained  economists  to  study  environmental  issues 
still  falls  far  short  of  satisfying  this  requirement. 

The  discussions  in  the  U.S.  around  the  IMF  quota  increase  and  the  IMF  reform 
language,  as  part  of  the  Freedom  Support  Act  spurred  the  Executive  Board  of  the 
IMF  to  give  staff  the  mandate  to  take  a  few  modest  steps  forward:  (1)  develop  a 
greater  understanding  of  the  interplay  between  economic  policies,  economic  activity 
and  environmental  change;  (2)  draw  extensively  upon  the  research  and  information 
from  other  institutions  with  environmental  competence  and  responsibilities;  and  (3) 
use  these  findings  to  help  staff  carry  out  informed  discussions  with  national  authori- 
ties who  may  face  difficult  macroeconomic  policy  choices  in  the  context  of  country's 
serious  environmental  problems. 

As  a  result,  the  IMF  organized  a  seminar  on  macroeconomic  policies  and  the  envi- 
ronment. May  12-14,  1993.  The  conference  was  successful  in  bringing  issues  to  the 
table,  but  nothing  has  changed  as  a  result.  The  IMF  refused  to  consider  setting  up 
any  mechanism  that  would  enable  the  institution  to  deal  with  social  and  environ- 
mental concerns  in  a  constructive  manner. 

The  IMF  continues  to  focus  on  narrowly  conceived  policy  measures  that  aim  to 
correct  short-term  balance-of-payments  problems  without  regard  for  the  long-term 
impacts  of  such  measures.  The  IMF"'  lacks  the  expertise  to  deal  with  social  and  envi- 
ronmental issues  and  operates  within  a  framework  that  cannot  accommodate  the 
complexities  of  working  with  the  widely  differing  economic  situations  in  each  coun- 
tpr.  The  IMF's  lack  of  country-specific  policies  has  impeded  the  long-term  stabiliza- 
tion of  developing  countries'  economies,  calling  into  question  the  political  feasibility 
of  IMF  structural  adjustment  programs  and,  in  general,  the  Fund's  effectiveness  in 
reaching  its  own  economic  goals.  Many  would  argue  that  the  IMF's  continual  dis- 
regard for  people  and  the  environment  in  borrowing  countries  has  undermined  the 
very  foundations  of  sustainable  development. 

Implementation  of  the  reforms  is  crucial  to  enable  the  IMF  to  design  economic  ad- 
justment programs  that  target  the  roots  of  socio-economic  crises  and  guarantee  the 
ultimate  goals  of  equitable  and  sustainable  development  as  defined  by  civil  society. 
In  order  to  reach  these  goals,  the  design  of  development  programs  needs  to  integrate 
three  essential  components:  macroeconomic  reform,  social  sector  investment  and  en- 
vironmental resource  management  targets. 

Given  the  IMF's  dubious  history  of  stabilizing  countries'  economies  and  its  dis- 
turbing track  record  on  social  and  environmental  issues,  we  believe  it  would  be  un- 
wise to  entrust  the  Fund  with  the  development  of  the  social  and  environmental  com- 
ponents of  a  sustainable  development  program.  The  IMF's  role  should  be  restricted 
to  providing  only  technical  assistance  on  fiscal  and  monetary  policies  and  to  mobiliz- 
ing local  and  foreign  capital  to  support  the  macroeconomic  reforms.  But,  IMF  staff 
should  call  upon  the  expertise  of  local  experts  to  incorporate  the  social  and  environ- 
mental aspects  of  the  reform  program. 

Furthermore,  an  independent  evaluation  department  should  be  established  to 
evaluate  if  the  Fund's  programs  contribute  to  the  goals  of  sustainable  development. 
This  unit  should  evaluate  the  IMF's  performance  by  an  expanded  and  more  effective 
set  of  indicators:  (1)  Standards  of  human  well-being  should  be  quantified  by  the 
UNDP-created  human  development  index  (HDI),  which  offers  a  measure  of  develop- 
ment much  more  comprehensive  than  GNP  as  it  combines  measures  of  real  purchas- 
ing power,  education  and  health;  (2)  Natural  resources  accounts,  which  indicate  the 
change  in  quantity,  quality  and  value  of  the  natural  resources;  (3)  Employment 
measures  and  indicators  of  income  distribution;  (4)  Promotion  of  environmentally 
and  socially  sustainable  trade  policies  that  allow  for  full  citizen  participation;  and 
(5)  Promotion  of  women's  access  to  resources. 

Currently,  IMF  adjustment  policies  would  fail  if  evaluated  by  these  standards. 
Too  often  IMF  programs  are  impeding  the  efforts  of  civil  society  to  reach  equitable 
and  sustainable  development  The  following  reforms  of  IMF  operations  and  policies 
are  required  to  ensure,  at  a  minimum,  a  neutrai  impact  on  social  and  environmental 
sector  development: 

1.  Required  consultation  with  social  and  environmental  experts  for  all  Fund 
programs  at  every  stage  to  ensure  that  SAPs  do  not  increase  hardship  on  the 
poor  or  aggravate  environmental  destruction; 

2.  Development  of  an  information  policy  that  would  guarantee  increased 
transparency  of  IMF  policy  and  programs  with  full  public  access  to  information; 
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3.  Adjustment  of  Article  V  of  the  Articles  of  Agreement  to  allow  greater  par- 
ticipation of  government  ministries,  peoples'  movements  and  nongovernmental 
organizations  in  program  design; 

4.  Changes  in  the  terms  of  Enhanced  Structural  Adjustment  Facility  to  allow 
for  greater  flexibility  in  achieving  adjustment  goals,  to  extend  the  time  period 
of  the  programs,  and  make  the  loans  more  concessional; 

5.  Creation  of  an  independent  evaluation  unit  to  review,  on  a  country-by- 
country  basis,  the  impact  of  the  implementation  of  IMF-required  or  rec- 
ommended policy  prescriptions  on  poverty,  economic  development,  and  environ- 
ment; 

6.  Increased  IMF  participation  in  the  design  and  operationalization  of  a  re- 
vised national  income  reporting  system. 

This  year's  proposed  replenishment  of  the  Enhanced  Structural  Adjustment  Facil- 
ity, provides  the  Congress  with  the  unique  opportunity  to  pressure  the  IMF  to  take 
the  reforms  seriously.  Established  in  December  1987,  ESAF's  objective  was  to  ex- 
pand the  access  to  concessional  funding  for  low-income  countries  in  order  to  support 
"especially  vigorous  adjustment  programs."  As  of  April  1993,  ESAF  was  able  to  dis- 
burse only  SDR  2.2  billion  out  of  its  total  resources  of  SDR  6  billion. 

"Two  main  factors  have  deterred  countries  from  applying  for  ESAF  financing:  (1) 
ESAF  terms  are  less  concessional  than  other  available  funds,  such  as  IDA,  and  (2) 
the  stringent  conditionality  of  ESAF  has  made  it  politically  impossible  for  countries 
to  implement  the  adjustment  program.  Not  only  is  it  unlikely  that  countries  will 
make  use  of  ESAF  but  the  IMF's  approach  to  structural  adjustment  has  proven  to 
be  ineffective  in  stabilizing  borrowing  countries'  economies,  further  impoverished 
people  and  enhanced  the  destruction  of  natural  resources.  Congress  should  only  sup- 
port the  recapitalization  of  the  ESAF  if  there  is  significant  evidence  of  changes  in 
general  IMF  policies  along  the  lines  of  the  1989  and  1992  IMF  reform  legislation 
cited  above,  longer  timeframes,  and  more  flexible  conditions  in  ESAF  programs.24 

VIII.  CONCLUSION 

The  underlying  institutional  problem  in  the  MDB's  is  that,  in  varying  degrees,  the 
pressure  to  lend,  to  keep  loans  flowing  has  overwhelmed  too  often  all  considerations 
of  project  quality,  not  just  concerning  the  environment,  but  with  respect  to  social 
issues,  effective  poverty  alleviation,  and  in  terms  of  meeting  the  most  basic  require- 
ments of  avoiding  large  time  and  cost  overruns.  This  perverse  institutional  djmamic 
has  been  compounded  by  a  fundamental  deficiency  in  openness  and  transparency  in 
decision  making,  a  lack  of  accountability  to  people  and  communities  afiected  by 
MDB  projects.  A  great  deal  of  the  problem  may  lie  with  the  unwieldy,  highly  cen- 
tralized nature  of  the  multilateral  banks  and  the  fact  that  their  modus  operandi  is 
to  lend  huge  sums  to  government  agencies  and  bureaucracies  in  the  developing 
world.  These  institutions  arc  capable  of  promoting  more  sustainable  approaches,  but 
the  record  of  a  decade  shows  that  progress  has  been  to  date  limited  and  inadequate, 
achieved  only  through  constant  political  pressure  of  the  U.S.  and  occasionally 
through  perceived  threats  to  funding  in  the  U.S.  and  elsewhere.  A  part  of  the  prob- 
lem may  lie  with  the  practice  of  member  governments  of  the  MDB's,  both  donors 
and  borrowers,  relying  too  excessively  on  MDB  project  lending  for  balance  of  pay- 
ments support.  While  continuing  to  encourage  reforms  in  these  institutions,  we  be- 
lieve it  is  time  to  examine  the  wisdom  of  further  concentrating  a  still  greater  pro- 
portion of  limited  foreign  aid  resources  in  institutions  with  troubled  records  and 
manifest  management  problems.  The  U.S.  needs  to  consider  and  encourage  a  great- 
er diversity  of  approaches  and  institutions  to  deal  with  the  complicated  environ- 
mental, economic  and  social  challenges  of  the  post-cold  war,  post-Rio  Earth  Summit 
world. 

Senator  Sarbanes.  Thank  you  very  much,  sir.  Mr.  Reed. 

STATEMENT  OF  DAVID  W.  REED,  DIRECTOR,  INTERNATIONAL 
INSTITUTIONS  POLICY  PROGRAM 

Mr.  Reed.  Thank  you,  Mr.  Chairman,  Senator  Kassebaum. 


»« "Implementing  Energy  EfTjciency  Activities  in  Developing  Countries,  A  Cross-Country  Ex- 
amination of  Energy  and  Environmental  Issues,  Constraints  and  Options."  World  Bank  Energy 
Sector  Management  Assistance  Program,  Activity  Initiation  Brief,  April  1990,  pp.  3-4. 
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Given  the  lateness  of  the  day,  I  would  like  to  summarize  my  tes- 
timony in  three  points,  and  then  I  would  like  to  conclude  with  one 
recommendation. 

First  of  all,  I  believe  that  significant,  meaningful  reforms  have 
been  undertaken  by  the  World  Bank  to  improve  its  environmental 
performance.  Driven  by  criticisms  primarily  from  the  environ- 
mental NGO's,  World  Bank  has  increased  its  environmental  staff 
tenfold  and  reformed  major  policy  areas,  including  forests,  water, 
and  energy. 

Its  funding  for  environmental  initiatives  in  fiscal  years  1994  to 
1996  is  expected  to  reach  $25  billion.  Despite  these  reforms,  how- 
ever, there  remains  a  disturbing  gap  between  the  bank's  rhetoric 
and  its  performance. 

This  gap  is  evidence  most  particularly  in  its  mainstream  project 
level  investments.  It  is  equally  evident  in  regard  to  its  public  pro- 
nouncements about  poverty  alleviation  and  its  long-standing  inabil- 
ity to  address  structural  causes  of  poverty. 

The  second  point  I  would  like  to  make  is  that  the  U.S.  Govern- 
ment has  played  a  decisive  leadership  role  in  bringing  about  these 
reforms.  It  has  played  a  pivotal  role  in  establishing  the  new  inter- 
national standards  for  measuring  sound  environmental  perform- 
ance. 

It  has  helped  the  processes  and  the  mechanisms  of  public  ac- 
countability of  these  institutions.  The  U.S.  Government's  influence 
and  leverage  has  been  based  on  its  historic  role  as  the  largest 
shareholder  and  contributor  to  these  international  financial  institu- 
tions. 

WWF  is  very  concerned,  however,  with  the  growing  arrearages  of 
the  U.S.  Government,  vis-a-vis  the  development  banks.  These  ar- 
rearages are  heavily  weighted  against  the  soft  loan  windows  of  or- 
ganizations designed  to  help  the  poorest  of  the  poor. 

The  situation,  we  believe,  must  be  addressed  immediately  to  pre- 
vent the  reduction  of  the  U.S.  Government's  reformist  influence 
and  to  prevent  erosion  of  the  viability  of  these  transfer  mecha- 
nisms. 

The  third  point  I  would  like  to  make  is  that  the  growing  scarcity 
and  the  declining  quality  of  goods  and  services  provided  by  the  en- 
vironment poses  direct  threats  to  the  global  economic  system  and 
our  survival. 

The  frontiers  imposed  by  environmental  degradation  on  the  eco- 
nomic and  social  opportunities  of  individual  nations  and  the  world 
at  large  are  both  real  and  imminent.  It  is  in  fact  the  severity  of 
that  threat  that  has  generated  new  standards  which  were  captured 
in  the  concept  of  sustainable  development. 

The  World  Bank  is  clearly  not  prepared  to  address  these  new 
challenges.  But  then  again,  neither  is  any  other  development  insti- 
tution at  this  time. 

What  is  clear  is  that  the  World  Bank,  to  meet  the  challenges  of 
sustainability  and  to  fulfill  the  objectives  of  the  Peace,  Prosperity 
and  Democracy  Act,  must  undergo  major  reforms. 

Now,  reforms  at  the  World  Bank  and  the  regional  development 
bank  have  thus  far  taken  place  on  an  incremental  basis  through 
the  appropriations  process. 
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Further  incremental  efforts  to  reform  the  bank's  performance  are 
warranted  and  can  be  helpful,  and  indeed  we  urge  the  government 
to  continue  pressuring  for  such  reforms  and  to  engage  our  allies  in 
this  effort. 

However,  a  dramatic  departure  from  this  piecemeal  approach  is 
needed.  Forging  a  long-term  national  policy  is  required.  It  is  for 
this  reason  that  WWF  proposes  the  following  recommendations. 

We  would  propose  that  through  the  vehicle  of  your  bill  a  commis- 
sion be  created  under  auspices  of  the  Department  of  the  Treasury. 

Its  mandates  will  be  coordinate  a  major  performance  and  policy 
review  of  the  development  banks  with  a  view  to  assessing  their 
ability  to  respond  to  the  challenges  of  promoting  sustainable  devel- 
opment. 

The  outcome  of  this  review,  lasting  no  longer  than  two  years, 
should  lead  to  the  formulation  of  a  comprehensive  policy  regarding 
our  government's  relation  to  the  international  financial  community 
into  the  coming  millennium. 

The  outputs  of  this  commission  should  be  fourfold.  First,  it 
should  identify  a  reform  agenda  for  the  MDB's,  inclusive  of  their 
policies,  project  level  investments,  and  procedures,  to  respond  to 
the  emerging  challenges  of  sustainability. 

Second,  it  should  identify  performance  indicators  by  which  the 
U.S.  Government  can  measure  the  success  of  the  institutions  in  re- 
forming their  lending  practices. 

Third,  it  should  identify  areas  in  which  new  institutional  initia- 
tives are  needed.  And  fourth,  the  commission  should  identify  spe- 
cific steps  that  can  be  taken  to  enlist  the  support  of  other  donor 
countries  promoting  these  reforms  in  the  MDB's. 

Mr.  Chairman,  while  coordinated  by  the  Department  of  the 
Treasury,  this  commission  would  necessarily  involve  other  federal 
government  agencies,  including  the  Department  of  State,  EPA, 
USAID,  the  W^ite  House  Office  of  Environmental  Policy,  and  the 
President's  Council  on  Sustainable  Development. 

Further,  the  commission  should  include  representatives  of  the 
NGO  community,  the  academic  community,  and  development  and 
environment  think  tanks. 

The  idea  I  have  just  proposed  obviously  will  benefit  from  refine- 
ment and  elaboration.  I  would  like  to  reiterate  our  willingness  to 
work  with  you  and  your  staff,  as  well  as  your  colleagues  in  the 
House  and  the  administration  to  make  it  work  We  would  in  fact 
be  willing  to  explore  ways  of  sharing  the  cost  of  such  a  review  so 
as  to  make  it  a  joint  endeavor  between  the  federal  government  and 
the  nongovernmental  sector. 

Whatever  format  we  may  decide  on,  Mr.  Chairman,  the  clear  ob- 
jective is  to  establish  an  integrated  strategic  approach  to  issues  of 
foreign  assistance,  sustainable  development  and  the  role  of  the 
international  financial  institutions,  for  indeed  it  is  only  with  such 
an  approach  that  we  will  be  able  to  make  rational,  long-term  deci- 
sions about  U.S.  national  and  global  interests. 

Thank  you. 

[The  prepared  statement  of  Mr.  Reed  follows:] 
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Prepared  Statement  of  David  W.  Reed 

Chairman  Sarbanes  and  members  of  the  Subcommittee,  my  name  is  David  Reed. 
I  am  Director  of  the  International  Institutions  Policy  Program  of  the  World  Wide 
Fund  for  Nature,  (WWF-International)  and  today  I  will  speak  on  behalf  of  World 
Wildlife  Fund  (WWF),  the  U.S.  afTiliate  of  the  WWF  family  of  organizations.  With 
ofTices  in  nearly  seventy  countries  and  five  million  registered  supporters  worldwide, 
WWF  is  the  largest  private  organization  working  worldwide  for  the  conservation  of 
nature.  On  behalf  of  WWF,  I  would  like  to  congratulate  the  Subcommittee  for  its 
foresight  in  opening  these  hearings  on  the  performance  of  the  international  financial 
institutions,  and  I  tnank  you  for  the  invitation  to  offer  testimony. 

In  my  remarks  today  I  hope  to  convey  the  conviction  that  we  are  in  the  midst 
of  a  historical  shift  in  the  development  paradigm  which  governs  the  goals  of  the 
World  Bank  and  other  development  institutions — a  shift  with  fundamental  implica- 
tions for  the  future  role  of  these  institutions. 

In  making  this  case,  I  will  begin  with  a  brief  outline  of  the  historical  antecedents 
that  have  brought  the  World  Bank  to  its  present  crossroads,  with  an  explanation 
of  how  the  Bank's  original  mission  is  no  longer  adequate  to  today's  imperatives.  I 
will  attest  to  the  valuable  role  of  nongovernmental  organizations  in  prodding  the 
Bank  to  begin  a  series  of  significant  but  as  yet  incomplete  reforms,  with  attention 
to  the  unsung  but  complementary  role  played  by  the  U.S.  Government  in  this  proc- 
ess. 

In  view  of  this  history  and  progress,  I  will  describe  why  WWF  believes  that  the 
United  States'  active  involvement  in  the  World  Bank  holds  the  greatest  promise  for 
moving  the  Bank  further  in  the  direction  in  which  it  must  evolve  if  it  is  to  plav 
a  constructive  role  in  realizing  the  goals  of  sustainable  development.  Finally,  I  will 
provide  a  set  of  recommendations  that  WWF  believes  will  maximize  U.S.  influence 
in  ensuring  that  the  Bank  and  other  institutions  meet  their  potential  as  construc- 
tive players  in  this  new  agenda. 

EFFORTS  TO  REFORM  THE  INTERNATIONAL  FINANCIAL  IN^ITUTIONS'  ENVIRONMENTAL 

PERFORMANCE 

When  the  Bretton  Woods  institutions  were  formed  in  1945,  environmental  protec- 
tion simply  did  not  figure  in  the  definition  of  U.S.  national  security  interests  or  in 
the  security  interests  of  other  nations.  The  primary  concern  of  U.S.  national  security 
interests  in  the  post-war  period  was  maintaining  the  country's  geo-political  (defense) 
integrity  and  rekindling  economic  vitality  and  stability  in  a  war-torn  world.  In  that 
context,  the  Bretton  Woods  institutions,  crafted  largely  by  U.S.  policy-makers,  were 
considered  to  be  the  principal  multilateral  mechanisms  for  reestablishing  a  stable 
international  economic  climate  in  which  the  market  economy,  and  U.S.  interests, 
could  thrive. 

Fifty  years  later,  a  fundamental  shift  has  taken  place  in  the  definition  of  national 
interest.  Today  it  is  widely  understood  that  safeguarding  a  country's  environmental 
patrimony,  and  that  of  the  planet  as  well,  is  critical  to  national  interests.  The  new 
status  accorded  the  environment  comes  directly  from  the  growing  seriousness  of 
global  environmental  threats,  and  from  the  very  real  constraints  placed  on  the  eco- 
nomic activities  and  development  options  of  virtually  every  country  by  environ- 
mental degradation. 

The  process  of  making  the  World  Bank  understand  that  it  must  operate  in  more 
environmentally-sensitive  ways  is  a  continuing  process,  but  traces  its  origins  in  the 
early  1980's.  At  the  beginning  of  the  1980's,  the  World  Bank  refused  to  accept  the 
proposition  that  an  intimate  relationship  between  economic  growth  and  environ- 
mental degradation  existed,  much  less  that  such  degradation  could  be  linked  to  its 
own  operations. 

It  was  in  this  context  that  a  group  of  nongovernmental  organizations  (NGO's) 
began  seeking  ways  to  reform  World  Bank  practices  and  activities  to  make  them 
take  in  account  environmental  concerns. i  The  reform  campaign,  directed  primarily 
but  not  exclusively  at  the  World  Bank,  began  in  the  Washington-based  NGO  com- 
munity in  the  mia-1980's  and  expanded  to  include  NGO's  from  other  industrialized 
and  developing  countries.  The  criticisms  of  the  campaign,  developed  through  analy- 
sis of  specific  World  Bank  projects  {for  example,  Polonoreste,  Cote  d'lvoire, 
Narmada),  identified  Bank  environmental  shortcomings  at  two  discrete  levels: 


iSee  David  Wirth,  Environmental  Reform,  of  the  Multilateral  Development  Banks:  A  Report  to 
the  Charles  Stewart  Matt  Foundation,  C.S.  Molt  Foundation,  1992,  and  Bruce  Rich,  Mortgaging 
the  Earth:  the  World  Bank,  Environmental  Impoverishment,  and  the  Crisis  of  Development,  Bea- 
con Press,  1994. 
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(1)  issues  of  "process,"  related  to  the  Bank's  general  "way  of  doing  business." 
These  issues  focussed  on  the  Bank's  arrogant,  top-down  approach,  inadequate 
access  to  information  and  the  lack  of  guidelines  for  public  consultation  and  par- 
ticipation in  Bank  project  proposals. 

(2)  issues  of  policy,  dealing  with  the  absence  of  environmental  consideration 
in  the  policies  governing  Bank  operations.  Bank  policies  in  structural  adjust- 
ment and  infrastructure  programming,  for  example,  consistently  ignored  the  en- 
vironmental dimension  and  consequences  of  such  activities.2 

The  reform  campaign,  in  cooperation  with  the  Congress,  has  been  instrumental 
in  bringing  about  two  very  significant  changes  in  the  environmental  policy  of  inter- 
national institutions: 

First,  these  efforts  have  helped  establish  methods  of  public  scrutiny  and  ac- 
countability of  multilateral  development  institutions,  witn  the  following  specific 
actions: 

(1)  In  1989,  the  Bank  adopted  its  Operational  Directive  on  Environmental 
Assessments  (OD  4.01).  Environmental  impact  assessments  help  determine 
potential  environmental  consequences  early  in  the  project  cycle,  and  pre- 
scribe procedures  for  addressing  those  potential  consequences.  The  Bank's 
Operational  Directive  also  provides  guidelines  for  consultation  of  interested 
sectors  of  the  society .^ 

(2)  In  1993,  the  Bank  adopted  two  new  policies  regarding  access  to  infor- 
mation and  the  creation  of  an  appeals  mechanism.  The  new  policies  directly 
addressed  specific  criticisms  raised  by  the  reform  campaign.  In  the  case  of 
information,  the  new  policy  expanded  the  categories  of  documents  to  be 
made  available  and  created  new  mechanisms  for  distribution  of  these  docu- 
ments. TTie  appeals  mechanism,  potentially  the  most  significant  of  all  Bank 
reforms,  will  allow  outside  groups  with  grievances  pertaining  to  Bank  pro- 
gramming to  make  their  case  directly  to  an  independent  body  appointea  for 
such  purposes.  It  will  ease  the  task  of  those  seeking  to  ensure  the  Bank 
backs  up  its  words  with  deeds.^ 

Second,  NGO's  have  been  pivotal  in  establishing  the  very  standards  by  which 
multilateral  institutions  are  held  accountable  for  their  environmental  perform- 
ance by  the  public.  These  efforts  have  yielded  the  following  changes: 

(1)  In  1991,  the  Bank  developed  policies  governing  its  programming  in  re- 
lation to  forests  and  indigenous  populations,  replacing  policies  that  had 
been  strongly  criticized  by  the  NGO  community  worldwide.  For  example, 
NGO  lobbying,  based  on  an  analysis  conducted  by  the  WWF,  had  led  to  a 
one-year  moratorium  on  lending  for  forest  projects  under  the  old  policy 
pending  its  review  and  revision.  The  new  forest  policy,  responding  to  r^UO 
criticisms,  now  prohibits  logging  in  primary  forests.^ 

(2)  In  1992-93,  the  Bank  developed  policies  for  the  energy  and  power  sec- 
tors, as  well  as  for  water  resources.  These  policies,  while  objectionable  on 
many  points  of  omission  (e.g.,  insufficient  attention  to  demand-side  man- 
agement, etc.),  represented  one  of  the  first  serious  attempts  by  the  Bank 
to  tackle  issues  with  complex  environmental  and  economic  linkages. 

(3)  As  part  of  the  IDA9  replenishment  agreement,  the  Bank  is  mandated 
to  assist  all  IDA  countries  in  the  preparation  of  National  Environmental 
Action  Plans  (NEAPs).  The  Bank  has  approved  an  Operational  Directive  on 
Environmental  Action  Plans  to  guide  their  development.  These  NEAPs  are 
critical  in  identifying  national  environmental  priorities  which  need  to  be  in- 
tegrated into  development  planning,  and  are  of  great  assistance  in  mobiliz- 
ing and  coordinating  donor  assistance  to  these  countries.^ 

In  addition  to  these  process  and  policy  changes,  the  Bank  has  also  steadily  in- 
creased the  levels  of  funding  devoted  to  environmental  programming,  in  areas  as 
varied  as  the  establishment  of  environmental  regulatory  frameworks  and  sewage 
treatment  facilities.  FY  1993  spending  on  environment,  which  totalled  about  $2  bil- 
lion, was  nearly  double  that  of  FY  1992  and  represented  a  thirty-fold  increase  over 
lending  five  years  before,  and  for  FYs  1994-96,  investments  for  environmental  ini- 


2See  testimony  of  Environmental  Defense  Fund,  National  Wildlife  Federation,  and  Friends  of 
the  Earth  before  the  Subcommittee  on  Foreign  Relations,  Export  Financing,  and  Related  Mat- 
ters, U.S.  House  of  Representatives,  March  1,  1993. 

3  World  Bank,  The  World  Bank  and  the  Environment— Fiscal  1993,  p.  155. 

<  Hilary  French,  "Rebuilding  the  World  Bank,"  in  Slate  of  the  World— 1994,  Worldwatch  Insti- 
tute, p.  164. 

elbid..  p.  170. 

eWorld  Bank,  The  World  Bank  and  the  Environment— Fiscal  1994,  pp.  19  and  155. 
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tiatives  are  expected  to  reach  $25  billion.  In  terms  of  stafling  within  the  Bank,  there 
has  been  a  ten-fold  increase  in  environmental  professionals  over  the  same  time  pe- 
riod. The  Bank  has  also  reorganized  its  central  units,  creating  a  Vice-Presidency  for 
Environmentally  Sustainable  Development  and  bringing  under  it  three  key  tech- 
nical departments  (Environment;  Agriculture  and  Natural  Resources;  and  Trans- 
port, Water,  and  Urban  Development).  In  addition,  a  new  division  for  Social  Policy 
and  Resettlement  has  been  estaolished  within  the  Environment  Department."' 

Recognition  of  these  improvements  does  not  imply  a  wholesale  endorsement  of  the 
World  Bank's  environmental  performance.  There  remains  a  disturbing  gap  between 
the  Bank's  rhetoric  and  its  actual  performance  on  mainstream  project-level  invest- 
ment. This  inconsistency  is  reflected  in  the  perfunctory  disregard  for  environmental 
issues  by  Task  Managers  in  preparing  investment  projects.  And  it  is  manifest  in  the 
defensiveness  and  denial  by  Bank  management  and  staff  when  confronted  with  di- 
rect evidence,  derived  from  local  analysis,  of  the  negative  environmental  impact  of 
specific  operations. 

The  gap  between  rhetoric  and  performance  is  also  reflected  in  the  Bank's  renewed 
public  pronouncements  reaffirming  its  commitment  to  poverty  alleviation,  which,  in 
turn,  has  a  direct  impact  on  sound  environmental  management.  In  practice,  the 
Bank's  continued  inability  to  move  beyond  its  "trickle  down"  development  approach 
and  tackle  the  structural  causes  of  poverty  and  address  the  political  economy  of  so- 
cial inequities,  belies  many  of  its  public  pronouncements. 

Although  the  reform  campaign  can  take  a  great  deal  of  credit  for  specific  environ- 
mental changes  at  the  Bank,  it  would  be  inaccurate  to  suggest  that  the  changes  that 
have  occurred  at  the  World  Bank  were  exclusively  the  result  of  NGO  pressures. 
Growing  international  awareness  of  these  essential  linkages  between  economic  de- 
velopment and  the  environment  has  also  made  donors  more  sensitive  to  the  impact 
of  development  assistance  on  natural  ecosystems.  In  fact,  it  is  possible  to  say  that 
none  of  tne  changes  highlighted  above  could  have  been  possible  without  the  active 
support  of  the  U.S.  Government.  The  U.S.  Government  has  played  a  critical  role  in 
changing  the  processes  and  policies  of  the  World  Bank.  It  has  been  a  leader  in 
stressing  the  importance  of  reform  to  decision-makers  within  the  Bank,  and  it  has 
been  a  leader  in  enlisting  the  support  of  the  donor  community  in  prodding  Bank 
ofTicials  to  undertake  these  reforms.  Both  Congress  and  this  and  previous  adminis- 
trations' can  take  credit  for  forcing  these  institutions  to  change. 

Examples  of  Congressional  and  executive  branch  leadership  abound.  Congres- 
sional legislation  mandating  the  creation  of  an  Early  Warning  System  (EWS)  to 
monitor  projects  of  environmental  concern,  and  requiring  U.S.  Executive  Directors 
to  vote  against  any  proposed  project  for  which  environmental  assessments  were  not 
received,  played  a  catalytic  role  in  the  development  of  the  Bank's  information  and 
environmental  assessment  policies.  Similarly,  the  Treasury  Department's  diligence 
in  pursuing  the  creation  oi  an  appeals  mechanism  within  the  World  Bank  helped 
make  it  a  reality. 

Another  important  role  the  U.S.  Government  has,  played  has  been  in  ensuring 
that  the  policies  and  processes  developed  and  adopted  by  the  World  Bank  are  com- 
plemented by  similar  exercises  in  the  regional  development  banks.  All  three  regional 
oanks  have  finalized,  or  are  in  the  process  of  finalizing,  portfolio  management  re- 
views analogous  to  the  World  Bank's  Portfolio  Management  Task  Force  exercise  (the 
so-called  "Wapenhans  Report").  Similarly,  at  least  two  of  the  regional  banks  are  de- 
veloping independent  oversight  entities  resembling  the  World  Bank's  appeals  mech- 
anism. Again,  much  of  the  credit  for  these  measures  lies  in  the  efforts  of  the  U.S. 
Government's  representatives  within  these  institutions. 

Mr.  Chairman,  it  is  critical  that  such  leadership  for  constructive  change  continue 
and  even  accelerate.  A  reduction  in  the  U.S.  Government's  contribution  to  the  multi- 
lateral development  banks,  and  thereby  a  concomitant  reduction  in  the  U.S.  Govern- 
ment's reformist  infiuence,  would  run  contrary  to  the  U.S.  and  global  interests.  Sim- 
ply stated,  the  United  States  has  been  able  to  use  its  infiuence  to  great  effect  in 
making  the  MDB's  more  responsive  to  environmental  considerations.  That  is  why 
WWF  believes  that  losing  its  position  as  the  largest  shareholder  in  the  World  Bank 
and  other  MDB's  would  curtail  the  U.S.  Government's  ability  to  further  strengthen 
the  environmental  performance  of  these  institutions  and,  as  a  consequence,  would 
weaken  the  global  environmental  fabric  on  which  this  country  and  humankind  de- 
pends. 

The  U.S.  leverage  over  the  Bank's  performance  has  been  compromised  by  our  un- 
willingness to  pay.  WWF  is  particularly  concerned  that  the  arrearages  currently 


Tibid.,  and  Katrina  Brandon,  "Environment  and  Development  in  the  Bretton  Woods  Institu- 
tions" (Pap>er  prepared  of  the  Commi.ssion  on  the  Future  of  the  Bretton  Woods  Institutions,  Au- 
gust 15,  1993) 
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held  by  the  United  States  against  the  MDB's  are  heavily  weidited  against  the  "soft 
loan"  windows  of  most  of  tnese  organizations,  which  provide  highly  concessional 
loans  and  grants  to  the  "poorest  of  the  poor."  These  include  the  International  Devel- 
opment Agency  ($309  million),  the  Asian  Development  Fund  ($265  Million),  the 
Multilateral  Investment  Fund  (within  the  IDB  $35  million),  and  the  African  Devel- 
opment Fund  ($62.2  million).  Such  arrearages,  dangerous  in  themselves,  can  trigger 
similar  cutbacks  by  other  donors,  who  are  entitled  to  do  so  under  the  various  replen- 
ishment agreements,  and  may  eventually  threaten  the  viability  of  the  instruments 
themselves.  Any  reduction  in  the  resources  available  to  these  instruments  threaten 
direct  and  serious  consequences  on  global  poverty  and  thus  poverty-induced  environ- 
mental degradation.* 

THE  CHALLENGE  OF  SUSTAINABLE  DEVELOPMENT 

I  would  be  misleading  this  Committee  if  I  were  to  leave  the  impression  that  the 
reforms  being  undertaken  at  the  World  Bank  are  adequate  to  address  the  environ- 
mental challenges  of  today  or  of  the  remainder  of  this  decade,  or,  for  that  matter, 
even  to  respond  adequately  to  the  goals  the  administration  has  just  proposed  in  the 
"Peace,  Prosperity,  and  Democracy  Act  of  1994." 

Serious  failures  regarding  the  Bank's  environmental  performance  must  still  be  ad- 
dressed, most  importantly  in  translating  improved  policies  into  project  level  invest- 
ments. However,  those  implementation  shortcomings  must  be  viewed  in  the  context 
of  major  policy  and  process  improvement  and  the  building  of  perhaps  unequalled 
technical  capability  on  environmental  management  within  the  Bank.  The  growing 
scarcity  and  declining  Quality  of  the  goods  and  services  provided  by  the  environment 
pose  direct  threats  to  trie  economic  system  that  now  reaches  into  all  comers  of  the 
globe.  The  frontiers  imposed  by  environmental  degradation  on  the  economic  and  so- 
cial opportunities  of  individual  nations  and  the  world  at  large  are  both  real  and  im- 
minent. It  is,  in  fact,  the  severity  of  that  threat  which  has  generated  new  normative 
standards  by  which  all  social  and  economic  agents  must  now  measure  themselves; 
standards  which  are  captured  in  the  notion  of  sustainable  development. 

The  'Peace,  Prosperity,  and  Democracy  Act,"  in  its  opening  the  statement  of  pol- 
icy, has  addressed  the  normative  requirements  of  sustainable  development  as 
agreed  to  in  principle  during  the  1992  United  National  Conference  on  Environment 
and  Development.  One  highly  pertinent  example  regarding  the  difficulty  of  translat- 
ing the  normative  standards  of  sustainable  development  into  operational  terms  re- 
gards structural  adjustment.  A  decade  ago,  policy-Dased  lending  was  viewed  by  the 
World  Bank  and  development  agencies  as  simply  a  matter  of  eliminating  economic 
distortions  and  improving  efficiency  so  that  a  country  could  stabilize  its  economy 
and  regain  competitive  footing  in  the  global  market  place.  Afler  documenting  the 
devastating  impact  that  adjustment  had  on  the  most  vulnerable  sectors  of  many 
low-income  societies,  this  deficient,  one  dimensional  perspective  on  restructuring  na- 
tional economies  gave  way  to  a  more  inclusive  approach  to  the  adjustment  process 
that  addressed  the  most  flagrant  social  problems  associated  with  the  economic  re- 
forms. More  recently,  in  fact,  largely  owing  to  the  work  of  NGO's,  Bank  policy  mak- 
ers have  begun  to  recognize  that  structural  adjustment  also  has  direct  and  impor- 
tant consequences  for  the  environment.  Those  impacts  can  be  positive,  often  times 
negative,  but,  given  that  the  environmental  dimension  has  been  regarded  as  irrele- 
vant to  the  adjustment  process,  the  potential  benefits  have  simply  not  been  realized. 
Slowly,  the  World  Bank,  has  begun  accepting  the  premise  of  the  environmental  im- 
pact of  adjustment  lending.^ 

Today,  nowever,  even  that  "environmentally  sensitive"  approach  to  adjustment  is 
inadequate  and  deficient.  The  social,  economic  and  environmental  constraints  now 
looming  before  national  policy  makers  obliges  them  pose  the  question:  Will  the 
structural  reforms  being  undert^en  actually  help  place  adjusting  economies  on  a 
more  sustainable  development  path?  Or,  instead,  is  economic  restructuring  to  im- 
prove economic  efficiency  in  the  short  run  while  undermining  the  longer-term  sus- 
tainability  of  these  countries?  To  this  question,  there  are  no  clear  answers,  nor  even 
the  methods  for  accurately  assessing  impacts  on  long-term  sustainability.  But  the 
need  to  find  answers  is  urgent. 

I  use  this  example,  Mr.  Chairman,  to  illustrate  the  difficulty  in  implementing  the 
concept  of  sustainable  development  so  that  it  reflects  the  complexities  of  individual 
countries.  Has  the  Bank  been  able  to  make  the  transition  to  addressing  these  new 


«Source:  Department  of  the  Treasury,  OfTice  of  Multilateral  Development  Banks. 

»See  David  Reed,  Structural  Adjustment  and  the  Environment.  Wcstview  Press,  1992,  and 
Wilfrido  Cruz  and  Robert  Repetto,  The  Environmental  Effects  of  Stabilization  and  Adjustment 
Programs:  the  Philippines  Case,  World  licsources  Institute,  1992. 
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challenges?  Clearly  not.  But  then,  again,  neither  has  any  other  development  institu- 
tion to  date.  We  are,  in  fact,  in  a  transition  period  between  two  major  development 
paradigms.  Our  standards  and  indicators  of  development  are  currently  undergoing 
a  fundamental  change. 

The  potential  contributions  of  the  World  Bank  in  meeting  the  new  challenges  of 
sustainable  development  during  the  rest  of  this  decade  and  beyond  are  far  from  cer- 
tain. Unquestionably,  the  World  Bank  continues  to  function  as  the  de  facto  coordina- 
tor of  donor  country  development  activities.  Further,  it  continues  to  establish  nor- 
mative standards  against  which  other  development  agencies  measure  their  own 
work.  Indeed  it  will  and  should  continue  to  serve  those  two  functions  in  the  coming 
years.  Moreover  the  World  Bank  has  demonstrated  its  ability  to  provide  specific  and 
unique  contributions  relevant  to  future  development  needs  including: 

— using  policy-based  lending  to  encourage  further  economic  reforms  in  mid- 
dle-income countries.  This  function  will  remair  a  viable  contribution  only  to  the 
degree  that  the  Bank's  policy-based  lending  in  middle-income  countries  signifi- 
cantly expands  its  objectives  and  criteria  to  include  the  social  and  environ- 
mental dimensions  of  economic  restructuring.  The  Bank's  proven  inability  to 
understand  and  address  the  social  dimension  of  economic  restructuring  in  low- 
income  countries  constrains  its  viability  in  applying  its  technical  resources  un- 
less conducted  in  direct  partnership  with  development  agencies  capable  of  com- 
pensating for  the  Bank's  own  weaknesses; 

— promoting  sectoral  reforms  in  conjunction  with  project-based  lending  in 
middle-income  countries.  The  Bank's  technical  resources  m  analyzing  and  pro- 
moting reforms  in  inefficient  and  stagnant  sectors  of  developing  country  econo- 
mies, coupled  with  specific  project -based  activities  should  continue  to  be  an  area 
of  Bank  comparative  advantage.  This  "hybrid  lending"  must  be  carried  out  in 
the  context  of  strengthened  "country  ownership"  and  local  capacity-building; 
and 

— financing  improvement  of  environmental  management  and  infrastructure  in 
low-  and  middle-income  countries.  To  the  degree  the  World  Bank  is  able  to  work 
with  governments  in  developing  national  environmental  action  plans  [NEAPs], 
to  promote  their  integration  into  development  planning  and  thereby  identify  ac- 
tion priorities,  its  potential  as  a  major  contributor  to  environmental  improve- 
ment should  be  encouraged. 

While  the  World  Bank  has  a  diverse  and  impressive  array  of  institutional  re- 
sources, its  very  size,  corporate  psychology,  present  internal  incentives,  not  to  men- 
tion its  senior  management,  have  become  disadvantages  of  such  proportions  that 
even  its  proven  assets  are  of  questionable  value  in  responding  to  tne  challenges  of 
sustainable  development.  Sustainable  development  requires,  perhaps  above  all  else, 
the  ability  to  understand  and  manage  change  on  the  local  level.  This  is  precisely 
the  level  at  which  the  Bank  has  demonstrated  insensitivity  and  incompetence.  Its 
delivery  mechanisms  and  approaches  simply  cannot  respond  to  the  needs  of  local 
communities.  Therefore,  if  the  World  Bank  resources  are  to  be  relevant  to  the  new 
challenges  they  must  be  mobilized  in  concert  with  comparative  strengths  of  other 
institutions  and  groups.  We  believe  the  World  Bank  must  begin  to  forge  new  rela- 
tionships in  the  three  following  areas,  where  the  Bank's  unique  attributes  can  work 
in  combination  with  the  assets  of  other  organizations  to  achieve  more  lasting  suc- 
cess: 

— poverty  alleviation:  the  Bank's  one  dimensional  emphasis  on  economic 
growth  and  its  trickle  down  approach,  coupled  with  its  historical  inability  to  ad- 
dress structural  causes  and  social  dimensions  of  poverty,  require  that  the 
Bank's  involvement  be  conditioned  by  the  priorities,  criteria,  expertise  and  indi- 
cators of  other  partners  in  order  to  ensure  a  lasting  impact  on  poverty  allevi- 
ation. Operational  partnerships  must  be  forged  with  specialized  agencies  of  the 
United  Nations  development  system,  local  agencies  and  organizations  that  have 
the  ability  to  identify  and  promote  changes  in  structural  and  institutional  con- 
straints that  perpetuate  social  ineauities; 

— infrastructure  investments:  wnile  having  acquired  extensive  technical  ca- 
pacitv  in  infrastructure  development,  the  Bank's  shortcomings  in  addressing  the 
social  and  environmental  dimensions  of  these  major  investments  requires  that 
all  future  activities  be  carried  out  in  close  coordination  with  partners  who  un- 
derstand and  can  manage  the  nontechnical  aspects  of  infrastructure  develop- 
ment. Proposed  Bank  projects  requiring  the  potential  resettlement  of  several 
million  people  underscore  the  urgency  ofcurtailing  the  Bank's  unilateral  activi- 
ties in  major  infrastructure  projects;  and 

— project-based  lending  having  local  impacts:  the  Bank's  technical  resources 
can  provide  a  strong  technical  basis  for  developing  local  activities.  Their  social 
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and  environmental  limitations  require  that  a  new  partnership  be  formed,  and 
a  new  set  of  accountabilities  be  established,  to  supervise  implementation  and 
monitoring  of  Bank-funded  projects.  Partners  must  include  local  NGO's  and 
communities. 

Ultimately,  the  viability  of  the  World  Bank,  the  largest  source  of  development  as- 
sistance, to  address  the  new  challenges  of  sustainability  will  depend  on  its  ability 
to: 

—create  new  inter-institutional  networks  with  other  development  agencies  at 
all  levels  and  in  all  stages  of  the  project  cycle; 

— foi^ge  new  partnerships  with  the  local  beneficiaries  of  development  assist- 
ance in  design,  implementation,  and  monitoring  of  development  activities; 

— use  its  resources,  in  concert  with  other  agencies  and  institutions,  to  build 
new  local  capacity  so  that  these  local  institutions  can  more  effectively  guide  and 
implement  development  activities;  and 

— encourage  the  formation  of  new,  innovative  development  assistance  deliveiy 
mechanisms  both  within  and  outside  of  the  Bank  itsell. 

RECOMMENDATIONS 

In  short,  the  World  Bank  and  the  regional  banks  are  not  yet  prepared  to  meet 
the  challenges  of  sustainable  development  we  presently  face.  We  are  in  a  transition 
period  of  historical  proportions  where  the  blinders  of  the  Cold  War  have  been 
stripped  away,  the  facile  optimism  of  world  development  has  been  discarded,  and 
the  requirements  of  creating  a  decent  standard  of  living  while  protecting  this  plan- 
et's environmental  patrimony,  are  emerging  with  alarming  clarity.  Neither  the  poli- 
cies nor  the  institutions  of  the  past  are  yet  designed  to  reflect  those  requirements. 
Indeed,  our  current  state  of  knowledge — to  say  nothing  of  our  political  will — may 
not  be  adequate  to  the  task. 

It  is  our  conviction,  Mr.  Chairman,  that  we  cannot  casually  disengage  from  the 
urgent  requirement  of  responding  to  demands  for  sustainable  development.  We  can- 
not idly  sit  by  and  watch  to  see  if  the  World  Bank  and  the  regional  development 
banks  are  capable  of  rising  to  the  new  challenges  posed  by  sustainability.  In  con- 
sonance with  the  objectives  established  in  the  'Peace,  Prosperity  and  Democracy 
Act,"  the  U.S.  Government  should  be  at  the  forefront  of  establishing  the  reform 
agenda  for  the  MDB's,  of  determining  whether  they  are  able  to  adjust  to  the  emerg- 
ing demands  of  sustainability,  and  to  set  forth  a  new  set  of  institutional  and  policy 
initiatives  that  will  allow  this  government  to  maintain  its  mantle  of  leadership  in 
the  international  conununity. 

Reforms,  thus  far,  have  come  on  an  incremental  basis  through  the  appropriations 

Srocess  and  at  the  cost  of  great  energies  of  Congress,  the  Executive  branch  and  the 
[GO  community.  Further  incremental  efforts  to  reform  the  Bank's  performance  are 
warranted  and  can  be  helpful.  We  urge  the  U.S.  Government  to  continue  pressing 
for  such  reforms,  and  to  engage  our  allies  in  these  efforts.  However,  a  dramatic  de- 
parture from  this  piece-meal  approach  is  needed.  Forging  a  long-term  national  pol- 
icy is  required. 

To  this  end,  WWF  proposes  that,  through  the  vehicle  of  your  bill,  a  Commission, 
to  be  coordinated  by  of  the  Department  of  the  Treasury,  be  created.  Its  mandate 
would  be  to  coordinate  a  major  performance  and  policy  review  of  the  development 
bank  system  with  a  view  to  assessing  their  ability  to  respond  to  the  challenges  of 
promoting  sustainable  development.  The  outcome  of  this  review,  lasting  no  longer 
than  two  years,  should  lead  to  the  formulation  of  a  comprehensive  policy  for  guiding 
our  government's  relation  to  the  international  financial  community  into  the  coming 
millennium. 

Its  outputs  should  be  four-fold.  First,  it  should  identify  a  reform  agenda  for  the 
MDB's,  inclusive  of  their  policies,  project-level  investments,  and  procedures  that  are 
required  to  respond  to  the  emerging  challenges  of  sustainability.  Second,  it  should 
identify  performance  indicators  by  which  the  U.S.  Government  can  measure  the  suc- 
cess of  the  institutions  in  reforming  their  lending  practices.  Third,  it  should  identify 
areas  where  new  institutional  initiatives  are  needed.  Specifically,  it  should  identify 
where  the  limitations  of  existing  institutions  are  such  that  new  venues  and  develop- 
ment approaches  must  be  conducted  outside  present  institutions.  Fourth,  the  Com- 
mission should  identify  specific  steps  that  can  be  taken  to  enlist  support  of  other 
donor  countries  in  identifying  and  promoting  these  reforms  in  the  international  fi- 
nancial institutions. 

Within  the  context  of  these  four  outputs,  the  Congress  and  the  administration  can 
determine  on  a  regular  basis  the  utility  of  the  MDB's  as  partners  in  promoting  the 
objectives  enunciated  in  this  bill. 
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While  coordinated  by  the  Department  of  the  Treasury,  the  Commission  would  nec- 
essarily involve  other  Federal  Government  agencies  including  the  Department  of 
State,  the  EPA,  USMD,  the  White  OfTice  of  Environmental  Policy  and  the  Presi- 
dent's Council  on  Sustainable  Development.  This  policv  formulation  obviously  has 
to  be  conducted  in  coordination  with  our  bilateral  aevefopment  assistance  program. 
Further,  the  Commission  should  include  representatives  of  the  NGO  community, 
and  the  academic  development  and  environment  think  tanks. 

Mr.  Chairman,  the  idea  I  have  just  proposed  will  benefit  from  refinement  and 
elaboration.  I  reiterate  our  willingness  to  work  with  you  and  your  staff,  as  well  as 
your  colleagues  in  the  House  and  the  administration,  to  make  it  work.  We  would 
be  willing  to  explore  ways  of  sharing  the  cost  of  such  a  review  so  as  to  make  it  a 
joint  endeavor  between  the  Federal  Government  and  the  nongovernmental  sector. 
Whatever  format  we  may  decide  on,  Mr.  Chairman,  the  clear  objective  is  to  establish 
an  integrated,  strategic  approach  to  issues  of  foreign  assistance,  sustainable  devel- 
opment and  the  role  of  the  international  financial  institutions.  It  is  only  with  such 
an  approach  that  we  will  be  able  to  make  rational,  long-range  decisions  about  U.S. 
national  and  global  interests. 

Senator  Sarbanes.  Thank  you  very  much,  sir.  Tom,  we  would  be 
happy  to  hear  from  you. 

STATEMENT  OF  THOMAS  C.  DAWSON,  FIRST  AICE  PRESmENT, 

MERRILL  LYNCH  &  CO. 

Mr.  Dawson.  Thank  you,  Mr.  Chairman. 

Senator  Sarbanes.  It  is  nice  to  have  you  back  before  the  commit- 
tee. 

Mr.  Dawson.  It  is  nice  to  be  back.  Thank  you,  Mr.  Chairman  and 
Senator  Kassebaum.  I  would  like  to  quickly  summarize  my  state- 
ment, noting  by  way  of  initial  disclaimer  that  I  am  here  on  behalf 
of  myself,  not  on  behalf  of  my  employer,  who  nonetheless  kindly 
made  me  available  for  today. 

This  is  a  very  good  time  to  be  holding  these  hearings,  not  only 
because  you  face  the  importance  authorization  and  appropriations 
requests,  but  the  role  of  the  institution,  particularly  the  fund  at  the 
bank,  has  been  very  much  in  the  news. 

Until  a  few  days  ago,  some  were  asking  the  question,  "Who  lost 
Russia?"  and  wondering  whether  it  was  not  the  bank  or  the  fund. 

Now  others  might  be  thinking,  "Thank  goodness  we  did  not  pour 
money  in  there." 

It  is  my  opinion  that  neither  the  question  nor  the  thought,  to  use 
current  vernacular,  quite  gets  it.  In  my  view,  we  need  to  ask  what 
do  we  and  what  should  we  expect  of  the  international  financial  in- 
stitutions, not  only  in  the  Russian  context,  but  elsewhere. 

While  the  Executive  Branch  has  the  responsibility  for  managing 
the  U.S.  relationship  with  the  IFIs,  this  committee  has  a  clear  obli- 
gation to  consider  such  issues  before  making  its  decisions. 

My  view  is  that  while  the  institutions  can  be  and  generally  are 
strong  contributors  to  growth  and  development,  we  should  not  over- 
sell their  role.  Ultimately,  the  greatest  contributor  or  impediment 
to  growth  of  economic  policy  is  the  economic  policies  of  the  coun- 
tries themselves. 

And  indeed,  to  differ  with  a  member  of  the  previous  panel,  the 
greatest  source  of  funding  for  all  of  these  endeavors  is  indeed  the 
private  sector,  as  has  been  seen  in  the  last  several  years  in  terms 
of  the  amount  of  private  money  flowing  into  countries  not  only  in 
this  hemisphere  but  elsewhere. 

Frankly,  those  who  blame  the  international  institutions  for  los- 
ing Russia  or  failing  to  support  reform  have  often  lost  sight  of  this 
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important  point.  Where  there  has  been  successful  reform,  the  com- 
mon theme,  I  beHeve,  has  always  been  a  government  strongly  com- 
mitted to  reform  with  a  clear,  usually  ambitious,  program. 

Without  dwelling  on  this,  I  would  cite  as  examples  Mexico,  Ar- 
gentina, more  recently  India,  the  Czech  Republic,  and  the  Baltics. 

Senator  Kassebaum  asked  Larry  Summers  for  his  views  on  the 
recent  Russian  summit  meeting,  and  I  would  like  to  throw  in  my 
two  cents  on  a  couple  of  those  aspects. 

Those  who  thought  that  massive  assistance,  human,  technical  or 
financial,  would  make  up  for  a  weak  political  commitment  to  re- 
form have,  I  think  at  this  point,  been  proven  wrong. 

But  we  need  to  keep  this  in  mind  as  we  look  at  how  we  might 
go  forward.  In  the  case  where  the  political  system  does  not  support 
a  strong  stabilization  effort,  we  just  simply  cannot  expect  the  insti- 
tutions, financial  institutions,  to  somehow  make  up  for  this  short- 
fall. 

There  is  clearly  a  role  for  the  institution,  even  when  reform  ap- 
pears stalled.  In  fact,  a  major  advantage  of  these  institutions  is 
that  they  can  stay  engaged  in  countries  even  when  there  are  bilat- 
eral disputes  that  may  interfere  with  our  own  assistance  efforts. 

And  this  is  the  case  that  I  think  came  up  earlier  and  as  you  look 
at  Russia  at  this  point.  Technical  assistance  by  the  institutions,  as 
well  as  targeted  to  development  bank  lending  in  the  Russia  context 
in  particular,  I  think  would  still  be  quite  appropriate. 

I  would  like  to  turn  briefly  now  to  what  I  think  have  been  some 
of  the  frustrations  felt  in  both  the  Executive  and  Legislative 
Branches,  including  by  my  colleagues  at  the  table  here,  whom  I 
have  dealt  with  in  the  past  as  we  all  exercise  either  oversight  or 
management  roles,  vis-a-vis  the  institutions. 

I  have  worked  in  three  administrations,  including  the  present 
one  for  eight  months,  in  all  of  which  at  times  were  frustrated  in 
their  dealings  with  the  IMF  or  the  World  Bank.  And  I  asked,  some- 
times publicly,  why  won't  the  fund  or  why  won't  the  bank  do  this 
or  do  that. 

There  are  several  answers.  Sometimes,  believe  it  or  not,  the 
United  States  might  actually  be  wrong.  This  in  my  view  has  not 
generally  been  the  case,  but  it  is  possible  and  it  has  in  fact  hap- 
pened. 

A  more  common  explanation  and  one  which  we  need  to  keep  in 
mind,  which  Bruce  touched  on,  is  that  while  the  U.S.  is  the  major 
shareholder  in  these  institutions,  and  in  my  view  still  has  the 
greatest  influence  of  any  member,  the  institutions  are  multilateral 
and  require  something  approaching  a  consensus  for  things  to  hap- 
pen. 

At  one  level,  this  means  the  U.S.  must  work  with  the  other  G- 
7  countries  to  get  their  support.  It  also  means  that  we  need  to  work 
harder  with  the  broader  membership  of  the  developing  countries 
and  smaller  industrial  countries  to  get  their  support. 

This  has  happened  and  I  would  note  the  special  programs  devel- 
oped in  the  wake  of  the  Gulf  crisis  as  an  example  that  were  suc- 
cessful in  this  regard. 

I  would  note  for  the  benefit  of  my  colleagues  from  the  environ- 
mental community  that  one  of  the  reasons  they  have  not  been  as 
successful  as  they  would  wish,  and  indeed  even  as  I  would  wish. 
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is  that  the  necessary  consensus  building  has  not  taken  place,  in 
part,  one  might  argue,  because  there  is  no  consensus,  and  I  think 
they  would  probably  agree  with  me  on  that  and  I  would  agree,  in 
a  sense,  that  a  greater  leverage  at  this  point  might  be  to  work  on 
these  other  countries  to  support  us  in  this  regard. 

Finally,  I  would  note  that  these  are  after  all  financial  institu- 
tions and  they  are  naturally  cautious  in  submitting  large  sums  of 
money.  The  debt  crisis  years  are  onlv  shortly  past  us. 

And  we  should  not  forget  that  these  institutions  still  have  ar- 
rears of  their  own.  These  are  different  from  the  arrears  that  the 
U.S.  has  to  these  institutions.  These  are  overdue  loans,  and  it  is 
reasonable  to  expect  that  these  institutions  would  be  reluctant  to 
throw  in  money  where  they  think  the  risks  are  great. 

Finally — and  this  time  I  really  mean  it — I  would  like  to  put  in 
a  plug  for  the  administration's  request  for  $100  million  authoriza- 
tion and  appropriation  for  the  so-called  ESAF  successor. 

Almost  40  other  countries,  the  majority  of  them  developing,  have 
made  commitments  to  support  this  lending  program  which  focuses 
on  the  poorest  countries  of  sub-Saharan  if^frica,  Asia,  Latin  Amer- 
ica, and  the  former  Communist  nations. 

The  request  for  U.S.  contribution  is  only  five  percent  of  the  total 
of  $2.1  billion  being  committed  to  the  ESAF  successor,  which  will 
provide  in  loans  $7  billion  to  almost  80  eligible  countries. 

These  are  countries  that  simply  cannot  afford  the  market-based 
rates  of  normal  fund  lending,  and  I  would  urge  you  strongly  to  sup- 
port this,  what  I  think  is  not  only  a  good  investment,  as  two  under 
secretaries  said,  but  I  would  also  argue  a  very  modest  investment 
considering  the  contributions  by  other  governments  that  are  even 
more  hard  pressed  that  we  on  the  financial  front. 

Thank  you,  Mr.  Chairman  and  Senator  Kassebaum. 

[The  prepared  statement  of  Mr.  Dawson  follows:] 

Prepared  Statement  of  Thomas  C.  Dawson 

Thank  you,  Mr.  Chairman.  I  would  like  to  start  by  noting  that  I  am  here  in  my 
personal  capacity  and  not  necessarily  representing  the  views  of  my  employer,  Mer- 
rill Lynch  &.  Co.,  Inc.  At  the  same  time  I  would  note  that  the  time  I  have  spent 
in  the  private  sector  since  leaving  the  position  I  held  at  the  IMF  has  provided  me 
with  both  the  opportunity  for  reflection  on  the  role  of  the  International  Financial 
Institutions  (IFIs)  and  some  chance  to  see  them  at  work  in  the  emerging  markets. 

This  is  a  good  time  to  be  holding  these  hearings,  not  only  because  you  mce  impor- 
tant authorization  and  appropriation  requests  but  because  the  role  of  the  institu- 
tions, particularly  the  International  Monetary  Fund  and  the  World  Bank,  has  been 
very  much  in  the  news  not  only  in  Russia  but  also  in  the  rest  of  the  former  Soviet 
Union  and  indeed  all  of  the  so-called  emerging  markets.  Until  a  few  days  ago  some 
were  asking  the  question  'who  lost  Russia'  and  answering  it  by  pointing  the  finger 
at  the  IMF  or  World  Bank.  Now  others  might  be  thinking  'tharJc  goodness  we  didn't 
pour  money  in  there.'  In  my  opinion  neither  the  question  nor  the  thought,  to  use 
current  vernacular,  'gets  it.'  In  my  view  wc  need  to  ask  what  do  we  and  what  should 
we  expect  of  the  international  financial  institutions,  not  only  in  the  Russian  context 
but  elsewhere.  While  the  Executive  Branch  has  the  responsibility  for  managing  the 
U.S.  relationship  with  the  IFIs,  this  committee  has  a  clear  obligation  to  consider 
such  issues  before  supporting  continued  or  additional  funding  of  the  institutions.  I 
should  note  that  I  do  support  the  pending  requests  for  the  IFIs  and  would  particu- 
larly like  to  endorse  the  administration's  request  for  funding  of  the  ESAF  Successor 
at  the  International  Monetary  Fund.  I'll  return  to  this  in  a  moment. 

My  message,  or  view,  is  that  while  the  institutions  can  be,  and  in  my  view  gen- 
erally are,  strong  contributors  to  growth  and  development  in  the  developing  coun- 
tries we  should  not  oversell  their  role.  Ultimately  the  greatest  contributor,  or  im- 
pediment, to  growth  is  the  economic  policy  of  the  country  itself.  No  amount  of  advice 
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or  money  can  make  up  for  weak  economic  policy  (or  weak  governments)  in  the  devel- 
oping countries.  Frankly,  I  think  those  who  more  or  less  blamed  the  IFIs  for  'losing* 
Russia  or  failing  to  support  reform  too  oRen  lost  sight  of  this  obvious  point.  If  you 
look  at  the  'success  cases'  in  economic  reform  the  common  theme  in  all  has  been 
a  government  strongly  committed  to  reform  with  a  clear,  usually.very  ambitious, 
program.  Without  dwelling  on  the  point  I  would  cite  as  examples  Mexico,  Argen- 
tina,.India,  the  Czech  Republic,  some  in  the  Baltics. 

Some  people  seem,  or  at  least  seemed  in  the  case  of  Russia,  to  think  that  massive 
assistance  (human,  technical  or  financial)  could  make  up  for  a  weak  political  com- 
mitment to  reform.  While  there  might  on  occasion  be  a  little  such  suDstitutability, 
its  limits  quickly  are  reached.  Thinking  that  the  IMF  or  World  Bank  somehow  could 
provide  decisive  help  for  the  reformers  to  win  their  internal  political  battles  is  just 
naive.  I'm  not  saying  you  can't  have  a  good  argument  over  whether  an  opportunity 
was  missed.  I'm  just  saying  that  in  the  case  of  Russia  I  think  the  evidence  is  clear. 
The  political  system  would  not  support  a  strong  stabilization  effort.  This  has  also 
been  the  case  in  many  other  countries.  This  does  not  mean  the  institutions  should 
turn  their  back  on  countries  until  conditions  are  optimal.  There  is  clearly  a  role  for 
the  IFIs  even  when  reform  appears  stalled.  In  fact  a  major  advantage  of  these  mul- 
tilateral institutions  is  that  they  can  stay  engaged  in  countries  even  when  there  are 
bilateral  disputes  that  interrupt  other  assistance  efforts.  Of  course,  this  can  be  up- 
setting at  times  to  us  when  we  see  the  institutions  dealing  with  countries  that  are 
subject  to  bilateral  sanctions. 

In  the  case  of  Russia  in  particular  technical  assistance  efTorts  by  the  IFIs  should 
continue  assuming  the  Russian  Government  wants  such  help  as  I  suspect  they  do. 
Targeted  development  bank  lending  programs  to  support  private  sector  development 
or  worthy  regional  projects  or  reform  elTorts  woum  also  seem  entirely  appropriate. 
I  would  draw  the  line  at  more  broad-based  structural  lending  if  a  balanced  macro 
policy  of  the  sort  usually  embodied  in  an  IMP-supported  program  is  lacking. 

I  would  like  to  turn  briefiy  to  what  I  think  are  some  of  the  frustrations  felt  in 
both  the  Executive  and  Legislative  branches  in  exercising  their  oversight  or  man- 
agement roles  vis-a-vis  these  institutions.  While  this  is  n6t  uniquely  a  U.S.  concern 
I  think  it  is  most  apparent  in  the  U.S.-IFI  relationship.  I  worked  in  three  adminis- 
trations, all  of  which  at  times  were  frustrated  in  their  dealings  with  the  IMF  or 
World  Bank  and  asked,  sometimes  publicly,  'why  won't  the  Fund  or  Bank  do  this 
or  that  more  quickly.'  There  are  several  answers.  Sometimes,  believe  it  or  not,  we 
might  actually  be  wrong.  This  in  my  view  was  not  generally  the  case  but  it  is  pos- 
sible and  has  in  fact  happened. 

A  more  common  explanation,  and  one  which  we  need  to  keep  in  mind,  is  that 
while  the  U.S.  is  the  major  shareholder  in  these  institutions  and  in  my  view  has 
the  greatest  influence  of  any  member,  the  institutions  are  multilateral  and  require 
something  approaching  a  consensus  for  things  to  happen  (whether  lending  to  a 
country  or  cutting  back  on  perks).  At  one  level  this  means  the  U.S.  must  work  with 
the  other  G-7  countries  to  get  their  support  since  among  them  they  control  close 
to  half  the  votes  in  the  Fund  and  Bank.  It  also  means  that  we  need  to  work  with 
the  broader  membership,  developing  countries  and  smaller  industrial  countries,  to 
get  their  support.  TTiis  has  happened.  I  would  cite  the  new  lending  programs  set 
up  by  the  IMF  in  the  wake  of  the  debt  crisis,  the  Gulf  war  and  the  collapse  of  the 
former  Soviet  Union  (the  ESAF,  the  so-called  Oil  Element  and  the  Systemic  Trans- 
formation Facility).  In  the  latter  two  cases  the  institution  responded  to  a  largely 
U.S.  initiative  that  was  supported  hy  not  only  the  G-7  but  by  the  broader  member- 
ship. I  would  note  for  the  oenefit  oi  my  colleagues  from  the  environmental  commu- 
nity that  one  of  the  reasons  they  have  not  been  as  successful  as  they  would  wish 
with  these  institutions  is  that  the  necessary  consensus  building  has  not  taken  place 
(or  in  my  view  there  is  no  consensus).  This  also  explains  why  the  U.S.  and  some 
other  countries  have  often  failed  in  their  efforts  to  cut  back  on  perceived  excessive 
salaries  and  perks.  I  have  substantial  personal  scar  tissue  on  both  the  environ- 
mental and  benefit  issues. 

Finally,  I  would  note  that  these  are  after  all  financial  institutions  and  they  natu- 
rally are  cautious  in  committing  large  sums  of  money.  There  are  still  substantial 
arrears  to  these  institutions  stemming  largely  from  the  debt  crisis  years  and  while 
the  overdues  are  being  worked  off  fairly  successfully  there  is  a  justifiable  reluctance 
to  over-commit  to  countries  where  the  risks  appear  great.  I  would  note  that  most 
of  the  present  arrears  cases  stem  from  loans  where  commitment  to  reform  was  weak 
and,  in  a  number  of  cases,  where  major  governments  pressed  the  institutions  to 
make  the  loans  in  the  first  place.  A  lesson  that  should  be  kept  in  mind  now,  in  par- 
ticular, when  major  governments  are  all  feeling  budgetary  pressure  and  look  to  the 
IF's  to  pick  up  some  of  the  aid  burden. 
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Finally,  and  this  time  I  really  mean  it,  I  would  like  to  put  in  a  plug  for  the  admin- 
istration's request  for  $100  million  authorization  and  appropriation  for  the  so-called 
ESAF  successor.  Almost  forty  other  countries,  the  majority  of  them  developing,  have 
made  commitments  to  support  the  lending  program  which  focuses  on  the  poorest 
countries  of  sub-Saharan  Africa,  Asia,  Latin  America  and  the  former  Communist  na- 
tions. The  request  is  for  $100  million  as  the  U.S.  contribution  to  a  subsidy  account 
totalling  more  than  $2.1  billion.  In  other  words,  the  U.S.  share  is  less  than  5  per- 
cent of  the  total.  This  will  support  total  lending  of  approximately  $7  billion  to  al- 
most 80  eligible  countries.  Those  are  countries  that  simply  cannot  afford  the  mar- 
ket-based rates  of  normal  Fund  lending.  Most  of  the  present  arrears  situation  in  the 
IMF  stems  from  loans  made  before  there  was  an  ESAF  to  countries  that  could  not 
afford  traditional  Fund  terms.  These  loans  are  in  support  of  fundamental  economic 
reform  programs  of  the  sort  that  are  showing  positive  results  around  the  world.  In 
my  view  this  is  not  only  a  good  investment  but  a  very  modest  one  considering  the 
contributions  by  other  governments  more  hard-pressed  than  we  are  on  the  financial 
front. 

Thank  you. 

Senator  Sarbanes.  Mr.  Rich,  you  suggest  moving  away  from 
multilateral  institutions  toward  some  other  new  structures. 

Mr.  Rich.  I  suggest  at  least  considering  it  and  examining  it 
more. 

Senator  Sarbanes.  How  would  you  get  the  leveraging  that  we 
get  now  out  of  the  multilaterals?  On  the  one  hand,  multilateral  aid 
is  a  problem  here  in  the  Congress  because  we  do  not  have  the  con- 
trol people  would  like  to  have. 

On  the  other  hand,  we  do  multiply  significantly  what  the  institu- 
tion can  do  since  we  put  in  only  a  share  of  what  is  available  to 
them.  If  we  in  fact  play  a  lead  role — we  have  tended  not  to  do  that 
because  we  are  running  arrearages  right  now — we  can  leverage  our 
aid  significantly. 

So  we  are  not  the  most  responsible  party  there.  Mr.  Summers 
talked  about  an  incredible  leveraging,  23  to  1,  which  is  pretty  sig- 
nificant. 

Mr.  Rich.  Well,  if  I  may  respond  that  that  is  very  true  and  that 
is  one  of  the  strongest  arguments  indeed  for  contributions  to  the 
multilateral  banks  as  opposed  to  bilateral  programs. 

I  think  one  has  to  examine  for  what  are  we  leveraging  and  what 
is  the  effect  of  leverage  money.  If  it  is  promoting  unsustainable 
programs  or  programs  that  are  not  very  suitable  for  the  borrowing 
countries,  then  obviously  the  leverage  works  in  reverse. 

Senator  Sarbanes.  Do  you  think  that  is  because  our  people  there 
have  not  been  forceful  enough  or  because  other  members  are  not 
responding?  What  do  you  perceive  the  problem  to  be? 

Mr.  Rich.  I  think  it  is  linked  with  the  nature  of  the  institutions. 
I  mentioned  it  a  bit  and  Tom  Dawson  has  gone  into  a  bit  more  de- 
tail. 

In  the  absence  of  a  majority  of  the  board — really  the  ten  richest 
and  industrialized  countries  control  about  51  or  52  percent  of  the 
votes  in  the  World  Bank's  board — there  is  a  kind  of  power  vacuum. 
The  bureaucracy  runs  on  auto  pilot. 

So  that  is  part  of  the  problem.  I  think  that  this  administration 
in  particular  has  strengthened — have  been  going  on  for  a  number 
of  years  to  promote  these  reforms,  but  the  U.S.  cannot  do  it  alone. 

So  I  think  one  specific  concrete  recommendation  that  we,  I  think, 
perhaps  all  share  is  that  through  the  G-7  and  OECD,  the  U.S. 
needs  to  be  doing  more  diplomatically  to  push  these  things.  And 
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certainly  after  the  Rio  Earth  Summit,  there  should  be  more  will- 
ingness. 

The  last  point  on  the  leverage,  a  lot  of  people  view  just  the  abso- 
lute amounts  of  money  that  are  moved  to  developing  countries  as 
an  a  priori  positive  thing,  and  I  would  observe — well,  it  is  not  just 
that  we  have  to  make  sure  it  is  wisely  used,  but  much  of  the 
project  lending  of  the  multilateral  banks — and  their  charters  do  re- 
quire them  to  lend  mainly  for  projects — has  over  the  past  decade 
or  so  really  been  used  for  balance  of  payment  support  in  the  ab- 
sence of  greater  debt  relief,  in  the  absence  of  fairer  trade  for  the 
developing  countries  for  them  to  remedy  their  economic  situation 
by  exporting  more  into  the  industrialized  countries. 

So  my  suggestion  would  be,  if  you  want  to  get  to  the  heart  of  this 
problem,  the  answer  to  the  macro-economic  imbalances  in  the 
economies  of  developing  countries  can  never  be  filled  by  more  mul- 
tilateral lending. 

It  is  a  bottomless  hole.  I  think  what  we  need  is  an  enhanced  debt 
relief  through  adoption  of  the  Trinidad  terms  and  also  a  fairer 
trade  deal  for  the  exports  of  developing  countries. 

I  think  that  the  current  approach  is  totally  counterproductive. 
We  are  lending  more  to  these  countries,  they  build  up  more  debt. 

The  loans  tend  to  go  for  the  biggest  projects,  which  are  often  en- 
vironmentally unsustainable  and  socially  disruptive.  So  I  think 
those  are  some  of  the  answers  I  would  give  you  in  response  to  the 
leveraging  question. 

Senator  Sarbanes.  Did  anyone  else  want  to  comment  on  this? 

Mr.  Reed.  A  number  of  points:  I  believe  that  there  is  an  absolute 
complementarily  between  the  multilateral  and  bilateral  assistance. 

I  think  it  is  important  to  understand  that  bilateral  assistance  is 
most  effective  most  frequently  in  addressing  particular  problems  in 
individual  countries. 

Whereas  multilateral  lending,  because  of  its  size,  because  of  its 
ability  to  leverage  other  funds,  can  create  macroeconomic  and 
central  conditions  in  which  that  small  investment  of  a  bilateral 
fund  can  have  an  impact. 

I  think  to  pit  one  against  the  other  is  a  false  dichotomy.  They 
both  have  a  role  to  play  and  are  both  essential  at  this  point. 

I  think  there  has  to  be  greater  identification  of  the  strengths  and 
weaknesses  of  the  World  Bank  and  the  other  regional  banks  at  this 
time,  and  I  personally  believe  that  they  have  a  role  to  play  in  cor- 
recting the  major  economic  distortions  that  exist  in  many  develop- 
ing countries  and  less  of  a  role  to  play  in  terms  of  project  lending. 

I  was  rather  disturbed  to  hear  the  World  Bank  moving  toward 
microlevel  investments.  I  think  this  is  a  competitive  weakness, 
quite  frankly.  It  should  be  looking  to  other  partnerships  or  other 
institutions,  particularly  local  institutions,  to  carry  out  that  kind  of 
activity,  but  not  to  embrace  and  take  on  that  function  itself 

Senator  Sarbanes.  Mr.  Dawson. 

Mr.  Dawson.  I  think  the  various  bilateral  and  multilateral  insti- 
tutions have  their  various  comparative  advantages,  and  there  is  a 
seamless  between  and  among  them. 

I  think  as  a  practical  matter,  as  has  come  up  a  couple  times  ear- 
lier, we  are  having  competition  for  very  short,  scarce  public  funds, 
and  I  think  it  is  unrealistic  to  truly  expect  that  we  can  have  any 
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increases  in  any  particular  areas.  So  the  changes,  unfortunately  in 
my  view,  are  going  to  be  on  the  margin. 

The  institutions  do — I  think  Bruce  is  right.  There  is  this  sort  of 
lending  concept,  particularly  in  the  development  banks.  They  have 
a  concept  of  sustainable  lending  levels,  which  implies  growth.  That 
may  or  may  not.  I  do  not  thinlc  that  is  necessarily  the  right  way 
for  an  organization  to  have  its  incentives  to  work. 

But  I  would  go  back  to  a  point  I  made  that  flows  are  going  to 
be  from  the  private  sector  for  most  of  what  we  called  earlier  the 
middle  income  countries.  The  targeting  that  I  would  argue  is 
targeting  for  the  lower  income  countries. 

That  is  where  the  public  sector  funds  are  much  more  likely  to  be 
better  employed.  I  read  in  the  newspaper  the  other  day  that  a  con- 
sortium of  telephone  companies  just  paid  $2.2  billion  for  a  25-per- 
cent entry  in  the  Peruvian  telephone  system. 

I  can  tell  you,  there  is  a  lot  of  money  out  there  ready  to  go  into 
good  private  sector  projects,  and  I  think  the  public  money  should 
be  focused  on  the  cases  where  there  are  market  failures  or  very  low 
income  countries  where  you  cannot  expect  the  private  funds  to  go 
in  without  some  sort  of  assistance. 

Senator  Sarbanes.  Senator  Kassebaum. 

Senator  Kassebaum.  I  would  like  to  start  first  just  with  the  IMF 
a  moment  and  draw  on  your  experience,  Mr.  Dawson,  with  the 
IMF.  Whether  it  is  an  accurate  accusation  or  not,  there  are  many 
countries,  particularly  developing  countries,  that  when  they  get 
into  trouble,  blame  it  on  the  strict  requirements  of  the  IMF. 

I  have  seen  this  happen  in  Zambia  and  elsewhere.  I  know  myself, 
as  I  have  looked  at  individual  countries,  wondering  if  the  IMF  was 
so  strict  in  their  requirements  that  indeed  they  were  throwing  the 
country  into  obviously  a  ripe  position  for  a  coup. 

And  then,  too,  you  mentioned  Russia.  As  you  know,  there  have 
been  many  critics  that  it  is  the  IMF  policy  with  Russia  that  has 
caused  some  problems.  I  am  not  sure  that  I  accept  that  particular 
criticism,  but  I  would  like  to  just  hear  your  thoughts  on  IMF  guide- 
lines and  what,  if  ever,  there  should  be  some  flexibility. 

Mr.  Dawson.  The  Fund  has,  as  one  of  its  principles,  what  they 
call  now  the  case-by-case  basis.  Clearly,  that  sort  of  lingo.  Fund- 
speak  that  I  call  it,  has  been  developed  because  of  just  exactly 
those  sorts  of  criticisms  in  the  past.  Blaming  it  on  the  IMF,  I  think, 
is  less  of  a  parlor  sport  in  the  developing  world  than  it  used  to  be. 

I  think  part  of  the  issues  in  the  past  has  been  there  has  been 
political  or  public  posturing.  Oftentimes,  the  finance  ministries  or 
the  central  banks  want  exactly  what  the  IMF  says,  and  indeed  the 
IMF  serves  a  public  role,  in  a  sense,  as  a  foil  and  a  fall  guy  or  fall 
institution  for  that. 

I  think  there  have  been  cases  in  the  past  where  the  institution 
was,  in  some  sense  of  the  word,  too  harsh.  I  think  management  rec- 
ognizes that. 

I  mean,  the  fund  is  a  very  pragmatic  organization  in  the  sense 
that  it  exists,  not  as  much  as  the  World  Bank  does,  but  it  does 
exist  to  lend  money. 

It  exists  to  get  its  money  repaid,  and  it  exists  to  have  its  funds 
work.  So  I  think  it  has  over  the  years  developed,  shall  we  say,  a 
more  pragmatic  approach  toward  its  activities. 
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Part  of  the  problem,  particularly  in  Zambia,  which  would  be  an 
excellent  example  of  that  one,  is  that  earlier  the  lending  terms  for 
many  of  these  countries  were  quite  simply  inappropriate,  and  the 
establishment  of  the  Enhanced  Structural  Adjustment  Facility  and 
now  the  proposal  for  a  successor  facility  I  think  are  an  attempt  to 
tailor  the  terms  to  the  sort  of  conditions  that  the  countries  can  af- 
ford to  pay  back. 

A  point  made  in  my  prepared  statement  also  is  that  frankly  in 
some  of  the  countries  where  the  fund  has  gotten  in  trouble  in  the 
sense  of  not  getting  paid  back  and  so  on,  these  have  been  cases 
where  the  United  States  and  other  major  countries,  on  a  bilateral 
basis,  pressured  the  Fund  to  make  loans  to  the  countries  where,  at 
least  in  my  opinion,  the  conditions  were  not  right.  There  was  not 
the  commitment  to  reform  that  I  referred  to  earlier.  There  was  a 
high  risk  level  earlier. 

I  will  just  cite  now,  since  it  is  not  a  countiy  with  whom  we  have 
any  decent  relations  at  all,  to  put  an  understatement,  but  the 
Sudan,  where  we  encouraged  the  institutions  in  the  early  1980's — 
and  I  was  at  the  Treasury  at  the  time,  and  I  bear  part  of  the 
blame,  but  I  do  not  think  I  have  the  liability — where  we  did  in  fact 
wind  up  encouraging  the  institutions  to  put  money  in  and  request 
terms,  as  it  were,  that  were  not  going  to  be  met. 

So  I  think  the  institution  has  been  sensitive  to  the  criticism  in 
that  regard  and  has  tried  to  respond.  But  ultimately,  I  think  it 
does  have  its  own  ideology,  as  it  were,  which  is  that  it  is  oriented 
toward  market-oriented  economic  reforms  that  do  work  and  eco- 
nomic programs  that,  to  use  the  phrase  in  a  slightly  different  con- 
text than  earlier,  are  sustainable,  because  the  purpose  of  the  fund 
is  for  countries  not  to  continue  borrowing. 

I  would  just,  as  a  quick  example,  three  years  ago,  India  was  in 
deep  trouble  because,  in  the  wake  of  the  Gulf  crisis,  they  had  lost 
some  of  their  markets,  had  higher  prices  for  oil  to  pay. 

India  had  no  foreign  exchange  reserves  essentially  available.  The 
Fund  stepped  in,  lent  I  think  probably  on  the  order  of  $2  to  $2.5 
billion  over  the  year  and  a  half  or  so,  and  I  just  read  a  couple  of 
days  ago  that  the  foreign  exchange  reserves  of  India  now  are  $13 
billion,  and  India  has  announced  an  intention  to  pay  the  fund  back 
early. 

Those  are  exactly  the  kinds  of  situations  that  I  think  the  institu- 
tion was  set  up  to  handle,  and  India  has  paid  it  back.  The  problems 
with  the  poorest  countries  are  more  intractable,  and  that  is  why  we 
need,  frankly,  a  more  flexible  approach  of  the  sort  I  indicated. 

Senator  Kassebaum.  Let  me  just  touch  the  environmental  side  of 
this.  I  certainly  think — Mr,  Rich,  you  are  right,  and  I  think  every- 
body sort  of  touched  on  it — the  importance  of  coordination. 

We  might  undertake  some  major  environmental  focus,  but  if  our 
prosperous  allies  in  the  G-7  or  OECD  are  not,  then  not  much  is 
accomphished, 

I  would  point  to  your  suggestion  Mr,  Reed,  I  do  not  know  wheth- 
er I  think  it  would  work,  but  I  think  we  have  to  find  something. 

An  example  is  Nigeria,  a  country  that  had  wealth,  had  a  great 
deal  of  wealth  in  the  late  1970's,  early  1980's  because  of  oil,  and 
squandered  it.  Some  of  our  own  policies,  particularly  Pub,  L,  480 
programs  that  brought  people  from  the  countryside  into  Lagos,  The 
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Kaplan  article  regarding  the  approaching  anarchy,  which  one  hates 
to  think  of  it  in  those  dire  terms,  talks  about  Lagos  and  the  prob- 
lems there.  With  some  coordination,  these  problems  potentially 
could  have  avoided  it,  as  you  consider  food,  agriculture,  environ- 
ment, loans. 

I  do  not  know  if  there  is  an  answer  to  this.  It  is  not  an  easy  one, 
and  we  cannot  solve  it  here  in  two  minutes. 

But  I  think  that  there  are  so  many  examples,  if  you  work 
through  them,  maybe  it  would  give  us  a  clue  to  what  we  should 
look  forward  to. 

Mr.  Reed.  Could  I  respond?  I  absolutely  agree.  I  think  that  par- 
ticularly on  questions  of  macroeconomic  policy,  that  these  institu- 
tions can  play  a  very  vital  role. 

I  am  very  concerned,  however,  if  we  could  take  the  case  of 
Zambia,  about  the  role  of  the  IMF,  for  instance  in  the  stabilization 
activities.  This  country  is  in  the  process  of  transition  from  a  cop- 
per-based economy  to  one  that  is  going  to  be  based  on  the  export 
of  nontraditional  agricultural  products. 

At  the  same  time,  the  IMF  has  required  a  draconian  reduction 
in  its  fiscal  expenditures,  as  is  appropriate,  but  over  one-third  of 
the  country  on  which  this  deurbanization  process  is  going  to  be 
taking  place,  will  no  longer  have  a  system  to  help  manage  it. 
Deurbanization  on  a  third  of  the  country  with  no  resources  to  man- 
age it. 

And  this  is  because  I  believe  the  IMF,  in  particular,  has  the — 
it  is  very  pragmatic,  I  certainly  agree,  but  it  also  has  a  very  real 
blind  spot.  Its  authorization  prevents  it  from  engaging  in  environ- 
mental issues  and  sustainability  issues. 

And  I  believe  in  looking  at  macro  issues  and  in  coming  up  with 
a  comprehensive  agenda,  this  government  can  send  a  message, 
hopefully  in  coordination  with  the  allies,  how  to  improve  that  per- 
formance on  the  country-level,  macroeconomic  level. 

Mr.  Rich.  One  suggestion,  if  I  might  add,  we  have  an  oppor- 
timity  this  year  with  the  authorization  for  the  ESAF  and  legisla- 
tion that  has  been  on  the  books  once  in  1989  and  strengthened  in 
1992  pushing  the  U.S.  executive  directors  to  promote  greater  to  at- 
tention to  environmental  poverty  issues,  the  fund. 

So  this  might  be  a  good  occasion  to  attach  some  strings  to  that 
ESAF  authorization,  or  at  least  some  more  directives  to  the  U.S. 
Treasury  Department  to  make  it  a  higher  priority,  to  coordinate 
with  our  allies,  to  get  the  fund  moving  more  vigorously  in  this  di- 
rection. 

Mr.  Dawson.  I  am  not  up  to  date  on  the  Zambian  situation,  but 
I  think  I  can  say  fairly  confidently  that  the  Zambian  program  at 
the  Fund,  because  of  the  nature  of'^the  relationship  of  the  Fund,  is 
required  to  be  a  joint  program  with  the  World  Bank. 

I  mean,  there  is  a  requirement  for  countries  at  the  level  of  devel- 
opment of  Zambia  that  whatever  program  the  Fund  has  is  a  joint 
bank-Fund  program  that  is  supposed  to  be  designed  to  incorporate 
environmental  and  other  such  concerns  into  it. 

So  while  I  do  not  rule  out  the  fact  that  the  question  could  be  and 
should  be  addressed  to  the  Fund  in  this  case,  there  is  a  mechanism 
that  has  been  designed — maybe  it  isn't  working — that  is  supposed 
to  make  sure  that  the  Fund's  approach  is  one  that  is  integrated 
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with  the  bank,  so  that  the  full  range  of  these  considerations  are 
taken  into  account. 

It  is  what  is  called  a  policy  framework  paper,  which  is  supposed 
to  be  the  approach — I  have  not  forgotten  all  the  acronyms  yet — 
that  is  supposed  to  be  the  approach  for  countries  just  like  Zambia. 

Maybe  it  isn't  working,  and  I  think  it  is  a  perfectly  reasonable 
question  for  the  committee  to  ask  my  successor  and  friend,  Ms. 
Lissakers. 

Mr.  Reed.  Having  studied  that  PFP,  I  can  tell  you  that  it  does 
not  include  the  environmental  dimension. 

Senator  Kassebaum.  Well,  even  the  dimensions  it  includes,  is  it 
working? 

Mr.  Reed.  Well,  it  is  actually  in  the  early  stages  of  restructure, 
so  it  is  hard  to  say.  But  the  whole  concept  of  the  restructure  I 
think  is  fault  in  thought,  and  I  think  that  is  what  we  want  to  get 
to,  try  to  correct  from  the  very  beginning. 

Senator  Kassebaum.  Thank  you  very  much. 

Senator  Sarbanes.  Well,  we  thank  this  panel  very  much.  You 
have  been  very  helpful. 

We  will  leave  the  record  open  for  any  questions  that  other  mem- 
bers of  the  committee  may  want  to  submit. 

And  we  are  very  appreciative  to  all  of  the  witnesses  who  came 
today. 

The  hearing  stands  adjourned. 

[Whereupon,  at  5:17  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.] 


APPENDIX 


Responses  of  Richard  M.  Moose  and  J.  Brian  Atwood  to  Questions  Asked  by 

Senator  Pell 

mission  closure 

Question.  USAID  has  announced  that  it  will  close  21  missions  over  the  next  three 
years.  While  I  commend  your  elTorts  to  focus  USAID's  limited  resources,  I  would  like 
to  learn  more  about  how  the  mission  closure  process  will  be  handled.  As  you  know, 
some  of  the  countries  targeted  for  closure  have  important  roles  in  USAIT)'s  global 
initiatives,  such  as  biodiversity  (e.g.,  Cameroon,  Papua  New  Guinea,  Zaire)  and  pop- 
ulation (e.g.,  Thailand,  Pakistan). 

(a)  Does  USAID  intend  to  keep  a  presence  in  countries  that  may  meet  some  of 
the  criteria  for  mission  closure,  but  are  important  in  meeting  broader  policy  goals? 
If  so,  how,  if  at  all,  will  the  programs  be  continued  in  countries  in  which  the  ifeAlD 
mission  is  closed? 

(b)  Will  programs  be  funded  through  the  regional  program  offices  in  Washington 
or  through  missions  in  neighboring  countries?  If  it  is  a  mixture,  how  will  that  deci- 
sion be  made? 

(c)  Will  private  voluntary  organizations  (PVOs)  continue  to  receive  funding  for 
programs  in  countries  in  which  USAID  has  closed  its  mission  if  it  is  important  to 
meet  one  of  USAID's  global  goals?  How  will  USAID  handle  situations  in  which  a 
country  slated  for  mission  closure  has  projects  funded  beyond  the  closure  date? 

Answer,  (a)  USAID  intends  to  transfer  all  U.S.  direct-hire  personnel  out  of  the 
countries  in  which  missions  and  offices  will  be  closed.  We  intend  to  do  this  by  the 
announced  dates,  which  range  from  the  end  of  FY  1994  to  the  end  of  FY  1996.  The 
only  exceptions  will  be  Cote  d-Ivoire  and  Thailand,  where  we  will  continue  to  main- 
tain USAID  staff  supporting  regional  offices.  We  accept  that  there  are  strong  argu- 
ments for  maintaining  some  type  of  program  in  many  of  the  countries  slated  for  clo- 
sure. Important  global  problems  may  be  one  example.  However,  our  hope  is  to  mini- 
mize the  number  of  activities  operating  in  "close-out"  countries.  Where  there  are 
compelling  reasons  for  maintaining  a  program,  it  will  be  implemented  by  either  a 
private  voluntary  organization  (PVO),  or  some  arrangement  that  does  not  rely  on 
a  direct-hire  presence.  One  of  the  criteria  for  continuing  any  activity  in  a  close-out 
country  will  be  the  strength  and  management  capacity  of  the  proposed  implement- 
ing organization. 

(b)  The  funding  source  for  any  continuing  program  will  either  be  geographic  re- 
gional funds  or  other  central  resources,  such  as  USAID's  Bureau  for  (jlobal  Pro- 
grams or  the  Bureau  for  Humanitarian  Response.  Funds  allocated  to  a  bilateral 
mission  in  one  country  will  not  be  used  to  fund  a  project  in  a  close-out  country. 

(c)  As  noted,  when  there  are  compelling  reasons  for  implementing  a  project  activ- 
ity in  a  close-out  country,  PVOs  are  one  option.  Regarding  USAID-funded  projects 
which  will  extend  beyond  the  closing  date,  we  are  looking  at  these  on  a  case-oy-case 
basis.  As  we  close  projects  down,  we  seek  to  avoid  "white  elephants."  We  want  to 
leave  behind  a  useful  and  sustainable  product. 


Responses  of  J.  Brian  Atwood  to  Questions  Asked  by  Senator  Murkowski 

microenterprise 

Question.  The  Grameen  Bank  in  Bangladesh  is  an  example  of  what  can  be  real- 
istically achieved  by  microenterprise  programs.  Dr.  Yunus,  the  founder  and  head  of 
Grameen,  spoke  at  a  World  Bank  conlerence  on  hunger: 

"Studies  done  on  Grameen  tell  us  that  the  borrowers  have  improved  their 
income,  widened  their  asset  base,  moved  steadily  towards  crossing  the  pov- 
erty line  and  towards  a  life  of  dignity  and  honor.  Studies  also  tell  us  that 
nutrition  levels  in  Grameen  families  is  better  than  in  non-Grameen  fami- 
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lies,  child  mortality  is  lower  in  Grameen  families  than  in  non-Grameen 
families,  adoption  of  family-planning  practices  is  higher  in  Grameen  fami- 
lies than  in  non-Grameen  families.  All  studies  confirm  the  visible 
empowerment  of  women." 

There  is  a  growing  ground  swell  of  bi-partisan  support  for  microenterprise  in  both 
the  Senate  and  the  House.  Will  you  support  a  microenterprise  fund  to  help  ensure 
that  USAID's  microenterprise  programs  more  effectively  reach  the  poor?  Will  your 
budget  reflect  microenterprise  as  an  agency  priority? 

Answer.  Both  President  Clinton  and  I  have  met  with  Dr.  Yunus,  and  we  are 
happy  to  count  ourselves,  along  with  many  Members  of  Congress,  as  strong  support- 
ers of  the  Grameen  Bank  and  its  poverty-reducing  program.  Consistent  with  this 
view,  I  recently  approved  a  new  USAID  microenterprise  initiative,  developed  with 
the  cooperation  oi  the  U.S.  PVO  community,  that  will  raise  the  priority  of 
microenterprise  development  in  USAID's  sustainable  development  program.  This 
initiative,  combined  with  the  unequivocal  emphasis  we  are  giving  to  microenterprise 
development  in  USAID's  new  Economic  Growth  and  Participatory  Development 
strategies,  will  provide  new  incentives  and  procedures  to  both  USAID  missions  and 
the  central  program  to  invest  both  dollar  and  mission-programmed  local  currencies 
in  this  important  developmental  sector. 

We  strongly  believe  that  USAID's  microenterprise  programs  will  effectively 
achieve  their  objectives  and  reach  the  poor  if  oversight,  accountability,  and  primary 
funding  responsibility  are  vested  in  our  offices  located  in  the  field.  Our  experience 
shows  us  that  such  a  bottom-up,  demand-driven  approach  nearly  always  leads  to 
better  performance  and  measurable  outcomes  than  approaches  that  are  driven  in  a 
top-down  fashion  from  the  center. 

As  I  explained  to  Senator  Dodd,  USAID  resources  devoted  to  microenterprise  de- 
velopment will  increase  from  an  estimated  FY  1993  level  of  $80  million  to  approxi- 
mately $130  million  in  FY  1993  AND  $140  million  in  FY  1994.  This  administration 
is  also  firmly  committed  to  increasing  the  share  of  resources  devoted  to  the  very 
poor.  We  are  working  closely  with  the  nongovernmental  organizations  (NGO)  com- 
munity to  develop  acceptable  indicators  of  poverty  lending  and  to  establish  bench- 
marks to  assess  performance  toward  achieving  this  goal. 


Responses  of  J.  Brian  Atwood  to  Questions  Asked  by  Senator  Dodd 

MICROENTERPRISE 

Question.  In  a  series  of  public  events  both  on  Capitol  Hill  and  at  the  White  House, 
you  announced  that  microenterprise  "would  be  a  centerpiece  of  the  foreign  aid  pack- 
age." 

President  Clinton  is  on  record  supporting  microenterprise  programs  modeled  after 
the  Grameen  Bank  in  Bangladesh.  He  recently  met  with  the  head  of  that  bank  and 
reiterated  his  commitment  to  this  program. 

In  addition,  60  members  of  the  House  of  Representatives  signed  a  letter  circulated 
by  the  Women's  Caucus  supporting  the  microenterprise  provisions  placed  in  both 
the  House  and  Senate  version  of  last  year's  foreign  aid  bill.  The  provisions  call  for 
the  creation  of  a  microenterprise  fund  within  USAID. 

This  language  was  crafted  by  the  over  25  PVOs  that  implement  these  programs 
representing  4  million  borrowers.  These  same  practitioners  estimate  that  they  can 
make  a  million  loans  with  a  $100  million  fund  compared  to  the  67,000  loans  made 
by  USAID  with  $120  million  using  its  current  structure. 

Not  only  was  this  program  not  placed  in  your  bill,  but  we  understand  that 
USAID's  "new  microenterprise  initiative"  which  you  unveiled  in  House  hearings  last 
week  does  not  call  for  the  creation  of  a  Microenterprise  Fund.  We  also  understand 
that  this  new  initiative  will  be  financed  at  less  than  a  quarter  of  USAID's  current 
microenterprise  funding.  Could  you  explain  this  apparent  contradiction? 

Answer.  1  do  not  believe  there  is  a  contradiction.  Microenterprise  is  a  centerpiece 
in  USAID's  new  program.  I  have  signed  a  document  launching  a  new 
microenterprise  initiative — developed  with  the  cooperation  of  the  U.S.  PVO  commu- 
nity— and  nave  assured  that  microenterprise  development  is  featured  prominently 
in  USAID's  new  Economic  Growth  and  Participatory  Development  strategy  papers. 

At  the  same  time,  the  Administration  has  submitted  a  bill  to  restructure  the  for- 
eign aid  program  as  a  whole.  In  this  bill,  we  have  eschewed  top-down,  specific  pro- 
gram-by-program funding  levels,  but  instead  have  incorporated  oroad  autnorities  for 
USAID  missions  to  identify  the  most  appropriate  sustainable  development  interven- 
tions in  their  host  countries  from  among  a  menu  of  program  priorities  which  I  am 
setting  forth.  Microenterprise  development  is  one  of  these  priorities. 
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With  this  clearly  enunciated  policy  regarding  microenterprise  development  and 
the  new  "microenterprise  innovations  fund,"  which  will  provide  pump-priming  and 
matching  resources  for  field  proposals,  as  well  as  resources  for  U.S.  and  indigenous 
PVOs  and  NGOs,  I  believe  strongly  that  we  have  established  a  new  integrated 
structure  of  procedures  and  incentives  which  will  pull  microenterprise  development 
into  the  mainstream  of  our  program  in  ways  that  a  purely  centrally  driven  funding 
initiative  never  would  be  capable  of  doing.  My  commitment  is  that  this 
mainstreaming  will  produce  a  program  judged  to  be  robust  and  effective,  not  on  the 
basis  merely  of  the  financial  resources  allotted  to  it  at  the  center,  but  based  on  the 
performance  of  the  many  projects  and  initiatives  taken  to  provide  credit,  encourage 
savings  to  train  people  and  provide  technical  assistance — and  above  all,  to  enhance 
the  well-being — to  women  and  men  entrepreneurs,  their  businesses,  and  their  fami- 
lies in  USAID-assisted  countries. 

With  respect  to  funding  levels,  I  plan  to  increase  funding  for  microenterprise  de- 
velopment from  the  estimated  FY  1993  LEVEL  OF  $80  million  to  a  target  of  $130 
million  in  FY  1994  and  $140  million  in  FY  1995.  At  the  same  time,  I  have  greatly 
increased  funding  which  will  be  available  from  the  central  bureaus.  For  example, 
I  plan  to  double  tne  PVO  matching  grant  program,  and  I  have  established  a  transi- 
tional innovation  fund  of  $15  million. 


Responses  of  J.  Brian  Atwood  to  Questions  Asked  by  Senator  Brown 

Question.  As  you  know,  the  Foreign  Assistance  "pipeline"  of  obligated  but  unex- 
pended funds  is  significant.  An  amendment  offered  in  this  Committee  on  the  foreign 
assistance  pipeline  would  have  shortened  the  allowable  time  to  four  years  for  unex- 
pended balances,  while  permitting  the  President  to  waive  the  restriction  for  long- 
term  construction  projects  or  other  unforeseen  circumstance.  Initial  CEO  estimates 
showed  that  this  reform  would  save  as  much  as  a  billion  dollars  over  the  next  five 
years,  but  a  recent  CBO  estimate  showed  the  reform  would  cost  more  than  $100 
million  initially,  with  savings  delayed  until  the  end  of  the  five-year  window.  What 
is  USAID's  position  on  the  cost  savings  from  reform  of  the  foreign  assistance  pipe- 
line? 

Answer.  While  it  is  difficult  to  predict  in  advance  precisely  what  savings  may  be 
realized  from  the  proposed  amendment,  it  is  my  unaerstanding  that  my  staffs  re- 
view of  the  basis  for  the  Congressional  budget  Office's  revised  estimates  confirms 
that  the  CBO's  assumptions  are  realistic.  Based  on  our  recent  experience  with  im- 
plementation of  the  so-called  M  account  legislation — which  required  all  government 
agencies  to  shorten  pipelines  to  five  years — dcobligating  funds  from  slow-moving 
projects  and  shifting  them  to  faster-moving  projects  had  the  effect  of  accelerating 
expenditures  and  thus  increasing  outlays  in  the  short  run. 

unfinished  projects  in  usaid  foreign  assistance  pipeline 

Question.  Please  detail  for  the  Committee  all  unfinished  projects  in  the  foreign  as- 
sistance pipeline  that  have  balances  greater  than  four  years  old,  including  the  year 
the  projects  were  initiated  and  any  obstacles  that  have  prevented  their  progress. 

Answer.  Given  that  there  are  some  500  to  600  projects  involved,  it  is  not  possible 
to  summarize  the  reasons  for  the  balances  in  each  of'^them.  However,  it  is  important 
to  note  that  the  Agency  has  instituted  portfolio  review  procedures  which  require 
project  managers  to  review  all  projects  semiannually,  identify  stalled  projects,  and 
undertake  corrective  action  when  indicated.  As  a  result  of  this  process,  the  balances 
in  these  projects  have  been  reviewed  and  justified  by  USAID  managers  and  appro- 
priate corrective  actions  are  underway  where  problems  have  been  identified. 

There  are  valid  reasons  why  projects  oflen  take  more  than  four  years  to  fully  ex- 
pend obligations.  In  fact,  the  typical  USAID  project  is  planned  with  a  five-year  time 
Horizon.  Development  is  undertaken  in  difficult  settings,  involving  negotiated  agree- 
ments with  botn  contractors  and  foreign  governments.  Using  technical  assistance 
contractors  oflen  requires  a  long,  drawn-out  bidding  process,  which  we  are  trying 
to  change.  Similarly,  producing  specialized  commodities  can  require  lengthy  lead 
times  alter  technical  specifications  are  prepared  and  approved.  Funds  must  be  in 
place  prior  to  initiating  major  procurements  to  assure  that  our  commitments  can  be 
met.  Finally,  development  projects  must  be  in  place  long  enough  to  achieve  institu- 
tional strengthening  objectives  if  they  are  to  be  truly  sustainable. 

THREE-YEAR  PIPELINE  LIMITATION 

Question.  If  the  pipeline  were  to  be  reduced  to  three  years,  with  a  similar  presi- 
dential waiver  permitted,  what  savings  would  be  realized?  Please  list  projects  af- 
fected. 
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Answer.  Just  as  it  is  impossible  to  predict  the  savings  from  the  amendment  pro- 

f losing  a  four-year  limit  on  expenditures,  neither  can  we  do  so  for  a  three-year  limit, 
t  is  likely,  as  CBO  estimated  for  the  four-year  limit,  that  project  managers  would 
react  to  a  shorter  expenditure  limit  by  deobligating  funds  and  reobligating  them 
into  quicker-spending  activities,  thereby  increasing  outlays  in  the  snort  run.  A 
shorter  limitation  on  pipelines  also  would  necessitate  more  frequent  obligations,  in- 
creasing the  administrative  work,  and  the  concomitant  cost,  of  implementing  our 
programs.  The  net  effect  would  be  to  stretch  our  administrative  capacities  without 
providing  a  significant  management  benefit  or  increasing  jprogram  efiectiveness. 

Another  concern  is  that  with  shortened  availability  of  funds,  the  nature  of  the 
programs  would  have  to  change  to  more  quickly  disbursing  cash  grants.  Cash  pro- 
grams can  be  effective  where  there  is  a  critical  need  for  immediate  foreign  exchange 
or  to  more  quickly  encourage  policy  reforms,  but  this  would  also  tend  to  exclude  the 
transfer  of  American  goods  and  expertise  to  developing  countries  and  also  lessen  the 
likelihood  of  their  continued  use  once  a  development  activity  has  been  completed. 
To  overcome  this  tendency,  more  controls  would  have  to  be  instituted,  thereby 
stretching  our  administrative  capacity  in  another  direction,  again  with  no  increase 
in  program  efiectiveness  or  net  benefit  to  the  taxpayer. 
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